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World’s most powerful wind tunnel, lashing to- 
morrow’s spacecraft with winds many times the 
speed of sound... 

World’s largest outdoor turbine, producing electricity 
for Atomic Energy Works at Paducah, Kentucky... 
World’s most completely automated plant, manu- 
facturing automobile engines . . . 

First successful diamond-making machine, with 
pressures up to 1,500,000 pounds per square inch... 


These new challenges to man’s lubrication know-how 


Tunnel to Outer Space 











all have this one thing in common, SOCONY MOBIL’S 
master touch in oil. \t guards one of every six indus- 
trial wheels turning in the Free World, including 
more than half of all the big turbines (5,000 kilo- 
watts and over). 


Good reason! Men who depend on machinery de- 
pend on SOCONY MOBIL as a partner in its protection. 
+ * * 

Wherever there’s progress in motion—in your car, 
your plane, your farm, your factory, your boat, your 
home— you, too, can look to the leader for lubrication. 








SOCONY MOBIL OIL COMPANY, 
IN LUBRICATION FOR 90 YEARS 


LEADER 





INC. 
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Attorneys: 


IF TAX BOOKKEEPING INTERFERES 
WITH YOUR LEGAL PRACTICE... 





GUARANTY 
CAN HELP YOU 








, = would receive a “Tax Analysis” from us 
every year if you had an Investment Service Account 
in our Personal Trust Department. 





What would it do for you, a busy attorney? It would provide you at tax time 
with a clear summary of income on securities held in your Account, saving 
possibly hours in the preparation of your income tax return. (Of course, if any 
of your clients had an Investment Service Account it would be equally valuable 
to them and certainly most helpful to you in preparing their returns. ) 


A Guaranty “Tax Analysis” itemizes Dividends, both domestic and 
foreign, and Interest on all the varied classes of bonds and obligations. A full report 
on capital transactions is attached if applicable. (““Costs” of the securities are 
adjusted by us for stock dividends, warrants, and other capital changes. ) 


This is one helpful feature of our Investment Service. If you have 
securities, and would like further information about how an Investment Service 
Account might allow you to devote more time to your practice, write or phone our 
Personal Trust Department and we’ll be glad to send you a descriptive booklet. 


Here at Guaranty Trust Company we like to deal with lawyers. 
We’d be happy to be of service to you too. 


(CSGUARANTY TRUST COMPANY 
OF NEw YORK 


Capital Funds in Excess of $400,000,000 


3 140 Broadway, New York 15 40 Rockefeller Plaza, N. Y. 20 
Fifth Avenue at 44th St., N. Y. 36 Madison Avenue at 60th St., N. Y. 21 
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Announcing the Consolidation of Four Outstanding Financial Institutions 


Effective after the close of business August 31, 1956, the Detroit Wabeek Bank 
and Trust Company, The Birmingham National Bank, and Ferndale National Bank 
are consolidated with The Detroit Bank, under its 107 year old Charter. 























Calvin P. Bentley 
Walker L. Cisler 
Willard M. Cornelius 
Selden B. Daume 
Joseph M. Dodge 
Frank D. Eaman 


William A. Fisher 


DIRECTORS 


Herbert H. Gardner 
Leslie H. Green 
Charles H. Hewitt 
Ralph Hubbart 


Frederick C. Matthaei 


James McMillan 


H. Gray Muzzy 
Raymond T. Perring 
Harry L. Pierson 
Cleveland Thurber 
Herbert B. Trix 
C. David Widman 
William R. Yaw 





To identify the expanded scope of 


um 


© Xvoin? 


its services, the name of the con- 
solidated institution will be—The 
Detroit Bank and Trust Company. 
The 52 strategically located offices 
in Detroit, Birmingham, Ferndale and Southfield will 
bring a complete and long-established banking and 
trust service to every segment of community life. 

This expansion of services, facilities, geographic cover- 
age, and resources will provide for every personal or 
business financial need of the hundreds of thousands of 











depositors and customers of the combined institutions. 
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OVER A CENTURY OF COMMUNITY SERVICE ¢ 52 CONVENIENT BANKING OFFICES «¢ MEMBER FDIC 


INDUSTRIAL AMERICA 


THE DETROIT BANK & TRUST COMPANY 


Complete Banking and Trust Services 
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Cover Picture . .. Aerial view of Salt Lake 
City, meeting place of the Western Regional 
Trust Conference, reported in this issue. 
In the background are the snow-capped 
Wasatch Mountains. Salt Lake City is the 
largest between Denver and the Pacific 
Coast, the capital of Utah, and the church 
headquarters of the Latter-day Saints or 
Mormons, who reached Utah in 1847. Its 
dry climate permits 300 clear, cloudless days 
a year. Nearby is Great Salt Lake whose 
salt density is second only to that of the 
Dead Sea . . . Utah, since World War II, 
has become an important factor in the steel 
market as well as a leading source of 
uranium. As of the end of 1955 there were 
50 banks with 43 branches and deposits 
over $820 million. 

Photo by Salt Lake City Chamber of Commerce 








Entered as second-class matter ‘Pliner 6, 1939, at the post office at New York, N. Y., under the Act of 
March 3, 1879. Additional entry at Paterson, N. J., July 23, 1936. 
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WE WANT MONEY! 


We’re Willing To Pay For It! 


OLD STYLE 
U. S. Large Size Paper Money 


ROLLS OF BRAND NEW COINS 
1¢, 5¢, 10¢, 25¢, 50¢ 
Prior to 1956 


GOLD COINS 
$1.00, $2.00, $3.00, $4.00 
$5.00, $10.00, $20.00, $50.00 


Collections of U. S., Foreign and 
Ancient money from estates or 
private collectors purchased for 
cash. 

& 


CHECK YOUR FILES — LOOK 
THROUGH YOUR VAULTS — 
AND CONTACT US. 





123 West 57th 


St + 

STreé 

New York City, N. Y 
HU] 1@) yay 251-10) 











“WHY DELAWARE?” Tax and trust 
laws of the State of Delaware 
facilitate the accumulation, man- 
agement and conservation of 
property by corporations and 
non-residents. Write for “Why 
Delaware?” our new booklet sum- 
marizing these benefits. 


WILMINGTON 


Trust Company 
Wilmington, Delaware 


Capital Funds. . 
Total Assets 


. $ 26,610,430 
. . $267,339,765 
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TRUST INVESTMENT POLICIES ENGENDERED BY 
INFLATION have made trust institutions 
adaptable to a far larger public and also 
the most important stockholders in Ameri- 
can industry. Speakers at the Western 
Trust Conference (cf. p. 766) emphasized 
the vast potential of the mass-market for 
fiduciary services, as the economy be- 
comes more and more a middle-class mar- 
ket. The Common Trust Fund, it was pointed 
out, makes it possible to effectively 
serve many times more families, and the 
Pension Trust has already established 
Trusteeship as a service of millions in- 
stead of millionaires only..........10 
operate in this "new environment" bankers 
were urged to Support vigorous promotion 
and personnel programs since, it was re- 
marked, expanding contacts of personal, 
pension and business trust services at- 
tract new customers and deposits to the 
banking department, cement relationships 
and carry them from generation to genera- 
tion........-Warnings that "Somethin's 
gotta give" in the race between produc- 
tivity and wage increases — with the pres- 
sures of built-in inflation on the in- 
crease — were Supplemented by cautions 
against "over-inflation" of productive 
capacity in areas where either living or 
production costs could curtail the market. 


"THE COMPANY OF HONORABLE MEN": Such was 
the noble goal set for members of both the 
legal and medical professions at the an- 
nual convention of the American Bar Asso- 
ciation, by president Murray of the Medi- 
cal Association. In urging the two profes- 
Sions to maintain standards of membership 
that would bar those who sold their testi- 
mony to the highest bidder, Dr. Murray 
seconded the call — made by the president 
of the National Association of Attorneys 
General, John B. Sheppard — for elimina- 
tion from the Bar of "moral misfits.... 
the lawyer who will sacrifice a principle 
to win a point"....such challenges are 
courageous and of great national impor- 
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tance, the more so in view of the poll 
disclosing that lawyers were "at the bot- 
tom of the list" in public opinion as to 
the contributions made to society........ 
This indicates that, along with self- 
policing, there is a major public rela- 
tions — perhaps an advertising — job to be 
done, to get credit for the invaluable 
services most lawyers have given freely to 
community and nation....The Proceedings 
of the Probate and Trust Law Divisions 
will be published in the October issue. 


FIRST ANNUAL SURVEY OF COMMON TRUST 
FUNDS by the Board of Governors of the 
Federal Reserve System, published in their 
August Bulletin, tabulates data on 198 
funds with total assets of $1,857 million. 
Instituted "to provide information con- 
cerning the uses made of principal accunmu- 
lations of savings" the study shows growth 
by new participation, market appreciation, 
and realized capital gains. Investment 
activity of $578 million in the year is 
reported, as is size, location and start- 
ing dates of Funds (cf. p. 768). 


EXCHANGE, official publication of New 
York Stock Exchange, carries an informa- 
tive report, in its September issue, on 
common stock favorites, their yields and 
market comparisons, of the 205 Common Trust 
Funds reported by Trusts and Estates. 





THE ROLE OF INVESTMENT ADVISERS FOR 
BANKERS, which vice president Lawrence of 
the New York Stock Exchange sees them 
being called on to aSSume more and more, 
can have healthy or quite unpleasant re- 
percussions. He quoted a recent survey in- 
dicating that 25% of shareholders and 36% 
of potential shareholders would go to a 
bank for advice on stock investment. Ad- 
dressing a banking group Mr. Lawrence 
said: "If you will not discuss stocks and 
bonds with him, your competition will," 
and emphasized that bankers should not be 
put in position of recommending without 
"the staff needed to handle profitably the 
business of estates and trusts"....Those 
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with such staffs will be, obviously, in 
the best position to effectively answer 
proper enquiries and do the required job 
of financial planning and management. 


NEW RECORDS IN PRODUCTION, SALES, WAGES 
or other data expressed in dollars are 
dangerously misleading unless adjusted to 
compensate for the Great Inflation that took 
place, particularly between 1941 and 1952. 
Per capita disposable income, for example, 





























shows dollar increase from $538 in 1939 
to $1,630 in '56 but adjusted to today's ae 
'39 equivalent is ae 
an increase of nearly 
200%, the real increase has been only 
Gross national 
product, which in dollars increased more 
than four-fold from $91 billion in '39 to 
$398 billion by '56, actually little more 


cost-of-living, the 
$1,037. Instead of 


about 50% in 17 years. 


than doubled.... 


ECONOMIC ISSUES WILL BE FEATURED in the 
coming political campaigns and business 
and professional leaders can perform a pub- 
lic service by correcting delusions with 
"States Rights' — not inte- 
gration per se — will be a basic regional 
much will be heard on the rise in 
living costs and the question will be posed 
of "Whose Prosperity?". A look at figures 


facts. While 


issue, 





shows, 





of the Departments of Commerce and Labor 
for instance, 
ernment expenditure is largely due to 

higher labor costs. Average weekly earn- 
ings (all manufacturing) 


that increase in gov- 


increased by 24% 


in the three years prior to 1953, while 


corporate profits (before taxes) 
In the three succeeding years the in- 
crease was 12% and 22% respectively. 
Despite the shorter workweek, 
at the beginning of 
compared with $68.59 in '52, 
like purchasing power. 
(1947-9 = 100) rose 
113.5 in '52 (almost 12%), then to 114.7 
‘55, 


57%. 


at end of 





FPRA Trust Program 


The program for the Trust Develop- 
ment Departmental at the 
Public Relations Association Convention 
in Dallas, October 7-11, under the chair- 
manship of Robert L. Knight, vice 
president, Ohio Citizens Trust Co., To- 
ledo, offers a number of timely topics. 


On October 8, at 2:30 p.m., John M. 
Zuber, vice president, Republic Nation- 
al Bank, Dallas, will preside over a ses- 
sion on “Acquiring Retirement Plan 
Accounts,” with these participants: 
George Sisler, vice president, First Na- 
tional Bank, Chicago; Philip J. Potter. 
vice president, Second Bank-State Street 
Trust Co., Boston; and Hilary Seal of 
Morss & Seal, New York. who is T.&E.s’ 


pension columnist. 


Financial 


\t the same meeting, W. Gibbs Mc- 
Kenney, of Taxes and Estates, Balti- 
more, will preside over a discussion of 
“Planning Estates of Company Execu- 
tives.” 

On October 9, at 10:30 a.m., the sub- 
ject of “Recruiting, Training, and Eval- 
uating the Effectiveness of Trust New 
Business Men” will be presided over by 
A. Cleaver Bolton, vice president Equit- 
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increased 


real wages 
'56 averaged $78.47 
in terms of 
Consumer prices 
from 101.8 in '49 to 


or only 1%). 





able Security Trust Co., Wilmington, 
Del., with Raymond W. Jones, vice pres- 
ident, First Wisconsin Trust Co., Mil- 
waukee; Richard C. Lang, trust officer, 
Fifth Third Union Trust Co., Cincinnati; 
and David M. Neill, assistant trust ofh- 
cer, American Trust Co., Charlotte, N. C. 


The 3:00 p.m. session will be devoted 
to “The Importance of Women,” with 
Noble D. Travis, vice president, Detroit 
Bank & Trust Co., presiding: Mrs. Ivy 
Baker Priest, Treasurer of the United 
States; Mrs. Mary Delamater, Moores- 
town, N. J.; Mrs. Evelyn Hogan, Okla- 
homa City; Barney Fisher, president, 
Security National Bank, Cairo, Ill.; and 
J. M. Patton, president, Mitchell (S.D.) 
National Bank, will participate. 

On Wednesday, at 10:30 a.m., “Use of 
Newspapers, Direct Mail, Radio, and 
Television in Selling Trust Services” 
will be handled by John F. Donlon, 
president, Edwin Bird Wilson, Inc., 
New York; Ashley A. Purse, president, 
Purse Company, Chattanooga; J. K. 
Sinclaire, chairman of board, Kennedy 
Sinclaire, Inc., New York; and Henry 
P. Sommer, Jr., vice president, Merrill 
Anderson Co., New York. Mr. Knight 


will preside. 


The final meeting on October 11, at 
10:45 a.m., will feature “Motion Pic- 
tures on Trust Services” — A Showing 
and Discussion of two films, one used 
by Detroit Bank & Trust Co., the other 
by the Industrial National Bank, Provi- 
dence, respectively by Mr. 
Travis and H. Nord Kitchen, vice presi- 
dent of Industrial National Bank. Robert 
C. Lauer of Mutual Benefit Life Insur- 
ance Co. in Cincinnati, will also take 
part. John W. Heddens, trust officer of 
Continental Illinois Bank & 
Trust Co., Chicago, will preside. 


discussed 


National 


Halsey G. Bechtel, Jr., trust officer of 
Central Trust Co., Cincinnati, is chair- 
man of the Trust Development Depart- 
mental. 


A A A 


® American families received $2,924,700,- 
000 in benefits from their life insurance 
policies in the first half of 1956, the In- 
stitute of Life Insurance reports. Pres- 
ent average life insurance for each 
American family is reported as $7,200. 
This is twice the figure of ten years ago, 
but as the dollar is only worth about 
68 cents of its value ten years ago the 
additional protection is not as great 
as it might appear. 
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Mass Marker ror Trust SERVICES 


Investment and Pension Developments Keynote 


Western Regional Trust Conference 


OME 300 TRUSTMEN FROM THE ELEV- 
) en western states attended the 30th 
Western Regional Trust Conference 
sponsored by the Trust Division of the 
American Bankers Association at the 
Hotel Utah in Salt Lake City on August 
23-24. 


Richard P. Chapman, president of the 
Trust Division and of The Merchants 
National Bank of Boston, scored certain 
investment practices in handling equities 
in trust accounts. Reiterating his predi- 
lection for common stocks made before 
this Conference in 1949, he pointed out 
that market levels and the duration of 
the advance dictated “increasing empha- 
sis on a high degree of selectivity,” but 
that, as a “long term bull,” he still had 
not reached the conclusion “that equities 
are too high and that a general retreat 


should be ordered.” 


Mr. Chapman aligned himself with 
adherents of the cyclical theory and 
warned against follow-the-leader in pur- 
suit of “growth” stocks at astronomical 
levels when acceptable tax-free bonds 
can be had to yield around 3%. Never- 
theless, in a new all-cash trust to be set 
up now, he would go to 50-55% in 
equities with the balance in preponder- 
antly long term bonds. Another valid 
criticism, in his opinion, is that trustees 
too often over-diversify stock holdings 
or become routine in limiting dollar 
units of investment without regard to 
the stature of the company in question. 
Application of general policies without 
regard to individual account circum- 
stances is likewise a common failing. 


The speaker reserved his strongest am- 
munition, however, against the so-called 
blue chip and growth groups selling 
currently at 22 to 35 times 1955 earn- 
ings. Projection of long-term earnings 
trends is strictly in the realm of con- 
jecture, he said, and present new com- 
mitments run the risk of being depend- 
ent upon some future boom to salvage 
one’s judgment, as expected rising sales 
volumes are not necessarily translated 
into net earnings. Also, growth stocks 
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are sometimes only glamor stocks and 
many companies, perhaps not now so 
regarded, will emerge five years hence 
as the real growth situations. Mr. Chap- 
man’s talk is presented at page 813. 


The longer-term economic outlook 
for the United States is favorable if the 
country can avoid undue wage-price in- 
flation and over-investment in produc- 
tion facilities, according to Professor 
Raymond Rodgers of the New York Uni- 
versity Graduate School of Business Ad- 
ministration. Bank, mortgage and con- 
sumer credit totals, which have risen 
faster than business activity in recent 
years, have spurred today’s high level 
of operations. He warned that swings in 
our free economy are inevitable and 
that the wage-price spiral, to which the 
recent steel settlement has contributed, 
might prove a principal cause of future 
decline in consumer demand with an 
increased degree of personal saving, 
both deflationary influences. 


Although the third quarter may fall 
slightly below the April-June period due 
to the steel strike, business activity for 
the balance of 1956 should continue 
high, said Professor Rodgers, with an 
estimated GNP in the fourth quarter at 
a $410 billion rate, or perhaps even 
above that record figure. Further details 
appear at page 822. 


Atomic energy has not yet come of 
age in the investment sense but there 
will be situations offering a reasonable 
degree of safety coming to fruition with- 
in the next 10 to 25 years, in the opin- 
ion of George M. Gadsby, chairman of 
Utah Power and Light Co. This new 
field, the offspring of defense require- 
ments, calls for and will receive the best 
in research and will benefit as govern- 
mental controls are gradually eased, 
consistent with security problems. His 
remarks are reported at page 819. 


New Horizons 


“A new and inspiring landscape is 
being painted for the trust business in 





the rapidly changing world of today,” 
declared Fred F. Florence, president of 
the A.B.A. and of Republic National 
Bank of Dallas. Backed by an under. 
standing management, trust departments 
can capitalize on the rise in business 
activity and personal incomes, with par- 
ticular attention to services for corpora- 
tions and moderate income families, 
Mr. Florence observed. The trust busi- 
ness could learn much in the latter con- 
nection from the phenomenal strides 
which have been made by mutual invest- 
ment funds and life insurance. Mr. Flor- 
ence’s remarks are elaborated at page 
780. 


Advertising is an essential adjunct to 
trust new business development, Edwin 
McInnes, vice president of Bank of 
America, N.T.&5S.A., San Francisco, 
stated. “Properly directed, advertising 
can carry to many people at one time 
our message of what we do and how 
they can benefit by these services. Ad- 
vertising can make a prospect out of a 
suspect . . . overcomes the self-consci- 
ousness of the lack of knowledge of 
trusts and estates, . . and can bring a 
customer in to us or ready to meet our 
outside representatives fairly well in- 
formed,” he said. Twenty “principles” 
which his own bank uses in its advertis- 
ing program were discussed by _ the 
speaker, excerpts of whose talk are on 
page 799, 


The most important single problem 
in most smaller trust departments is 
that of personnel, John D. Hartman, 
vice president and trust officer, Poudre 
Valley National Bank, Fort Collins, 
Colo., stated in his address on “Prob- 
lems in Smaller Trust Departments.” 
With the additional cost when a full-time 
trust officer is first employed, a trust 
department is lucky if it can produce 
enough business to pay expenses, he 
observed. As the business grows, the 
income will increase until the depart- 
ment may show a pretty fair net return. 
About this time the trust officer will be 
overworked and it will be necessary to 
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hire a secretary. Advertising and solici- 
tation of new business has always been 
another big problem. It is especially im- 
portant in a small town to convince 
people that the services the trust depart- 
ment can render are worth paying for. 
It can be done, however, if the bank 
will put the thought of service ahead of 
the question of fees. A satisfied customer 
in a small town is the best advertising 
one can possibly get. Mr. Hartman’s re- 
marks are summarized on page 805. 


Common and Pension Trusts 


Wider use of the common trust fund 
as a means of tapping the mass market 
for trust service advocated by 
Charles F. Zukoski, Jr., executive vice 
president and trust officer of First Na- 
tional Bank, Birmingham, Ala. In the 
United States, where so many banks and 
trust companies are doing trust busi- 


was 


ness, it is surprising that less than 200 
actually have common trust funds in 
operation. Moreover, most of these are 
the larger banking institutions of the 
country. Mr. Zukoski offered what are 
probably the chief reasons for reluc- 
tance to make use of this fine medium 
for smaller trust estates and then an- 
swered each objection in detail. His ad- 
dress is excerpted on page 782. 


The field for pension trust busines: 
in the eleven “Western States” is wide 
open, according to John V. W. Zaugg. 
assistant trust officer of The Bank of 
California N. A. in San Francisco, who 
cited U. S. Chamber of Commerce fig- 
ures showing there are over 180,000 
firms in the area with more than four 
but less than 20 employees, 38,000 with 
20 or more, 13,000 with 50 or more, 
and nearly 6,000 with more than 100 
employees. After highlighting recent de- 
velopments in pension planning (p. 797). 
Mr. Zaugg outlined a new business pro- 
gram for such accounts. 


So many developments have occurred 
in taxation of employee benefit plans 
that Joseph L. Seligman, Jr., San Fran- 
cisco attorney, was asked to bring down 
to date his discussion at the 1955 Con- 
ference. Among the topics covered (see 
p. (91) are investment by the employer 
in its own unsecured notes or deben- 
tures, deposit of employer contributions, 
_ Meaning of termination of service with 
| Tespect to capital gains treatment. of 
| lump-sum distributions, necessity of 
lefinite contribution formula, capital 
gains aspects of pooled investment plans, 
conditions permitting cash withdrawals, 
and treatment of supplementary unem- 
ployment benefits. 


Qu. 
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Sight-seeing “must” in Salt Lake City: Mormon Temple and Grounds, with State Capitol 
in background. 





With the assistance of four panelists. 
equally divided between the East and 
the Pacific Coast, Reno P. Ransom, vice 
president and trust officer, Seattle-First 
National Bank, moderated the 
ment panel at the closing session which 
was one of the outstanding Conference 
features. Contributing to the spontaneity 
of the session was the fact that the panel 
was entirely unrehearsed and without 
prior knowledge of the questions. The 
audience likewise participated in a series 
of questions on economic matters. A de- 
tailed report appears at page 818. 


invesi- 


A A B 
Finding Missing Heirs by TV 


An opportunity to locate missing heirs 
through the assistance of TV viewers is 
given by the newest development of 
Tracers Company of America. Case his- 
tories of 33 years have been tapped to 
form the basis of 26 weekly half-hour 
TV films called “The Tracer”. The locale 
of the stories includes many odd and 
colorful places as well as America’s most 
famous cities. 


A list of 3-10 names of missing heirs 
and their last known addresses will be 
used at the end ofeach showing, with 
a request in the commentary for the 
audience to aid in tracing them. The 
names used will be from those whose 
last known address was in the telecast 
area. 


Daniel M. Eisenberg, head of Tracers 
Co. (515 Madison Ave., New York 22), 
advises that he will accept several 
thousand heir cases from trust officers, 
executors and administrators free of 
charge, listing their names and last 
known addresses as a public service. 





Massachusetts Trust Assets 


Up 12% 
Trust assets of 44 responding insti- 
tutions in Massachusetts aggregated 


$2.226.819,000 as of June 30, 1956, ac- 
cording to figures reported by the Com- 
missioner of Banks. This represents a 
12% gain over the $1,979,937,000 total 
for 43 state banks and trust companies 
on the corresponding date in 1955. In 
addition, these banks held $2,934,435,- 
000 as agent, custodian, etc., and 
$331,121,000 as corporate agent and 


trustee. 


The proportion of assets invested in 
stocks dropped slightly from 48.28% 
to 46.58%, with a corresponding rise 
in the total amount of the bond seg- 
ment. Government, state and munici- 
pal bonds increased from 29.47% to 
31.81%, and “other bonds” dropped 
slightly from 15.71% to 14.97%. 


A A A 


New York Trust Conference 


to Meet October 18-19 


The Tenth Annual Trust Conference 
of the Trust Division, New York State 
Bankers Association, will be held at the 
DeWitt Clinton Hotel, Albany, October 

8-19, 1956. The principal speakers will 

be Dr. Heinz E. Luedicke, editor of 
The Journal of Commerce of New York; 
William F. Treiber, first vice president 
of The Federal Reserve Bank of New 
York and William E. Murray, attorney, 
Cadwalader, Wickersham and Taft, New 
York City. Colonel Arthur E. Levitt, 
state comptroller, Department of Audit 
and Control, Albany, will be the guest 
speaker at the Friday luncheon, closing 
the Conference. 
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Federal Rseerve Board 
Publishes Common Trust Fund 
Study 


The first annual Survey of Common 
Trust Funds issued by the Board of Gov- 
ernors of the Federal Reserve System, 
published in its August Bulletin, covers 
the 198 such funds which had been in 
operation in the continental United 
States for at least 12 months prior to 
January 31, 1956. The purpose of the 
study is to serve as part of a program 
“to provide information concerning the 
uses made of principal accumulations of 
savings.” 


The combined market value of the 
198 funds increased from $1,596 million 
in 1954 to $1,857 million in 1955. About 
half the increase was due to new partici- 
pations and the remainder to apprecia- 
tion in market value and realized capital 
gains. The composition of total invest- 
ments did not change significantly. 


Gross security transactions (pur- 
chases, sales and redemptions) of these 
funds during the report year totaled 
$578 million. The turnover of bonds 
was 21% times as great as that of com- 
mon stocks. Affecting this activity in 
bonds is the practice of using United 
States Government securities as a 
temporary investment and a supplement 
to cash holdings. Of the new money 
coming into common trust funds, ap- 
proximately 63% is estimated to have 
been invested in bonds, 15% in common 
stocks, 17% in preferred stocks, and 
4% in mortgages and savings deposits. 


The largest common trust fund was 
valued at just under $100 million at the 
end of 1955, and the smallest at $145,- 
000. Both were diversified discretionary 
funds. None of the legal or the special 
funds had as much as $25 million. The 
wide variation in the size of common 
trust funds is shown in the accompany- 
ing table, reproduced from the report. 


Geographically all of the legal funds 
and 83% of the discretionary are in 
States east of the Mississippi River. New 
York State has the largest number, 35 
funds, Pennsylvania is second with 31, 
and Massachusetts third with 16. Dollar- 
wise, Pennsylvania held $565 million, 
New York $412 million and Massachu- 
setts $167 million. Together these three 
States accounted for 62% of all common 
trust fund assets. 


Only 40 of the present funds were in 
operation at the end of 1946, the sur- 
vey shows. In the following three years 
the number nearly doubled and since 
then there has been an average of 24 new 
funds a year. 
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SIZE DISTRIBUTION OF COMMON TRUST FUNDS, 1954-55! 


(Dollar amounts in millions) 








Divers. discret. fun 


is Divers. legal funds Special funds 


1954 1955 1954 1955 











1Survey of 198 common trust funds operated 
under Sec. 17(c) of Regulation F of Board of 
Governors. Data are for 12-month periods with 
terminal dates for individual funds ranging from 
October 31, 1955 through January 31, 1956. Ex- 
cludes funds in operation less than 12 months. 

2Nonmarketable U. S. Government securities are 
valued at cost and other holdings at market value. 
Purchases are shown at cost and sales at proceeds 


realized. Conversions and exchanges of securities 
are treated as sales of securities surrendered and 
purchases of securities received. Stock rights held 
at beginning or end of reporting period are in- 
cluded in appropriate investment category at mar- 
ket value. Proceeds from sales of such rights are 
included in proceeds from sales of securities dur- 
ing period. Details may not add to totals because 
of rounding. 





Retention Schedule for 
Trust Department Records* 


Governing Instruments — Permanent 
Accountings — Final — Permanent 


Schedules of Distribution — Final — 
Permanent 


Adjudications — Permanent 
Investment Reviews — Permanent 
Tax Receipts — Permanent 


Asset Records (Closed Accounts) — 7 
Years 

Investment Records (Closed Accounts) 
— 7 Years 

Cash Ledgers — Income and Principal — 
Permanent 


Debit and Credit Tickets — Trust De- 
partment Entries (Closed Accounts) 
—T7 Years 


Trust Vouchers (Closed Accounts) — 7 
Years 


Trust Department Checks —Permanent 
Trust Department Check Register — 


Permanent 

Trust Journals — Permanent 

Securities Buy and Sell Orders — 8 
Years 

Brokers’ Advices — Securities Transac- 
tions (Closed Account) — 7 Years 

Trial Balances — Trust Ledgers — 1 
Year 

Correspondence — Closed Accounts (Se- 
lective Basis) — 7 Years 

Copies of Income and Other Tax Returns 
prepared for Trust Accounts — 4 
Years 

Departmental Settlement Sheets — 8 


Months — 33 Years 


*Taken from “Retention and Destruction of 
Bank Records’ recently prepared by Pennsylvania 
Bankers Association, available at $1.50 from Box 
152, Harrisburg. 


Survey Finds Banks Slow on 
Executive Training Programs 


One out of four large banks in the 
United States has a formal program for 
management and executive development; 
on-the-job training is the principal 
method used by banks, and there is a 
marked tendency to stress banking meth- 
ods and techniques rather than general 
administrative abilities; there is_ too 
much reliance on “what other banks are 
doing” rather than what should be done, 
or what has been developed in industry 
generally; the personnel officer — who 
already is charged with heavy duties for 
the entire bank staff — is usually the 
man completely responsible for manage- 
ment succession training or executive de- 
velopment. 


These are some of the finding of a sur- 
vey of the 300 largest commercial banks 
recently completed by Mead Carney & 
Co., Inc., and First Research Corpora- 
tion. 


The greater demand for executives 
arises from the continued expansion and 
profitability of banks and their regained 
high position in the business community. 
The survey was undertaken to see how 
management succession in banks was pro- 
gressing. It shows, for one thing, that 
“the best-organized institutions, and 
those which have the most effective or- 
ganizational set-up and the most clearly 
defined administrative functions are 
those most likely to have formal and 
clearly outlined management develop- 
ment programs. Sixty per cent of those 
banks with written organization charts 
and plans have formal management de- 
velopment programs,” and there is 4 
growing recognition among those banks 
with formal programs that executive de- 
velopment is a line, not a staff function. 
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WARREN H. EIERMAN 


Assistant Vice President, The Hanover Bank, New York City 


ONT BANK OFFICERS NEED ESTATE 
D planning help too? And are they 
likely candidates for other trust ser- 
vices? Judging from the experience of 
The Hanover Bank’s personal trust di- 
vision—which has made available to its 
officers a program of estate analysis and 
will review — the answer is definitely 
“Yes!” 

Admittedly, the program is still in 
the experimental stage. But already a 
substantial number of the 90 Hanover 
officers in attendance have adjusted their 
estates to minimize shrinkage and save 
taxes. There is good reason for this. 
Consider, for example, the present and 
potential assets of a typical Hanover 
officer... 

eHe probably possesses at least a 


modest amount of personal life in- 
surance. 


eHis life is insured, under the bank’s 
insurance program, for approximate- 
ly three times his salary (up to a 
maximum coverage of $52,500). 

eHe is eligible to participate in a 
profit-sharing trust which increases 
at the rate of about 10 per cent of 
salary per year. 

eHe participates in a pension plan 
which will pay him, upon retirement, 
as much as 50 per cent of his aver- 
age annual salary over the last 10 
years of service. 


eHe probably has a reasonable equity 
in his home and holds other securi- 
ties and assets accumulated over the 
years. 

\ny man with such an estate obvi- 
ously needs estate planning help. And 
the assets of his estate are of the type 
that either lend themselves to severe 
shrinkage through taxation or to import- 
ant tax savings through the assistance of 
The Hanover’s estate planning special- 
ists, The size of such an estate may also 
allow for profitable administration by 
the bank’s personal trust division. 

Since most Hanover officers are do- 
miciled in three jurisdictions—Connecti- 
cul, New Jersey and New York—each 
with varying state income and _ succes- 
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sion taxes, separate meetings were ar- 
ranged for residents of each. The meet- 
ings followed this procedure: 

1. A brief summary of various as- 


sets and how they are affected by dif- 
ferent taxes. 


2. A discussion of the tax impact 
and an explanation of deductions, ex- 
emptions and rates as applied to death 
taxes and income taxes. 


3. Planning possibilities. 


4. An explanation of how the 
bank’s own estate analysis and will 
review specialists could help. 


5. Question and answer period. 


A Case in Point 


A typical example illustrates the as- 
sistance given to bank officers. The offi- 
cer’s original plan was to leave every- 
thing to his wife. Two alternative meth- 
ods of disposing of his estate were 


offered: 


Plan ‘A’: Traditional two trust plan 
utilizing full marital deduction based 
on a formula. Savings: more than 
$30,000 in both estates. 


Plan ‘B’: Based on inter vivos trust 
created to receive benefits payable by 
the bank, i.e., profit-sharing fund, 
group insurance, pension death bene- 
fits. Commercial insurance also trans- 
ferred into this trust. Trust would 
terminate upon officer’s separation 
from the bank. At time of retirement, 
all benefits except commercial insur- 
ance either would terminate or be paid 
out, and commercial insurance would 
be transferred to his children. Sav- 
ings: more than $50,000 on both es- 
tates—while still providing full pro- 
tection for his wife. 


Creating Informed “Salesmen” 


Direct exposure to the numerous ben- 
efits of efficient estate planning has dis- 
pelled the “mysteries” of trust work 
among bank officers. In fact, those who 
have availed themselves of the personal 
trust division’s assistance program now 
are among The Hanover’s best salesmen. 
They have the first-hand practical experi- 
ence of the “satisfied customer” who 
spreads the good word to others. 


With common 
trust funds in op- 
eration it is eco- 
nomically possible 
to extend the ad- 
vantages of this in- 
vestment medium 
to many more who 
need a trust to 
complete their fi- 
nancial protection program. Familiarity 
with such a fund’s composition and rec- 
ord also gives the staff member an op- 
portunity to appreciate its usefulness for 
his friends or to discuss “trust service” 
in understandable terms. 





WARREN H. EIERMAN 


The entire staff of The Hanover Bank 
also has been exposed to estate plan- 
ning assistance. “Staff Offered Estate 
Planning Aid,” a recent article in 
“Thirty-Three,” the bank’s employee 
magazine, explained it this way: 


“‘Nothing is certain’, they say, ‘ex- 
cept death and taxes’. And, as a popular 
song has it, ‘you can’t have one without 
the other’. The Will Review and Estate 
Analysis group offers here some sugges- 
tions that may diminish the ‘bite’ out of 
your estate for inheritance or income 
taxes. 


“Much thinking has been given to pro- 
visions for disposition of what we leave 
behind us when we pass on, and most of 
that thinking has concerned itself with 
disposition of the pension funds, etc., 
that we expect to receive when we retire. 


“From a tax angle, however, there is 
a side of the subject that has been widely 
neglected, and where we have an oppor- 
tunity to be smart now, and where the 
savings to be realized can be very re- 
warding. That side has to do with the 
disposition of the estate we leave if we 
die ‘in harness’, before we are due to 
retire. 


“Especially since the amendment to 
the Retirement and Insurance Plan went 
into effect, providing the male members 
of the staff with about three times their 
salary in group insurance while they are 
employed, the amount of the estate an 
employee can leave and the way it is left 
can make a substantial difference in the 
taxes that will apply against it. 
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“For instance, the ‘200% credit’ under 
the old Pension Plan, and the amount of 
your credit in the Profit-Sharing Trust 
can, under certain circumstances, be sub- 
ject to both income and inheritance taxes 
in the same year. 


“When the applications under the Pen- 
sion Plan, and the original forms for 
the Profit-Sharing Trust, posed the ques- 
tion of designating a beneficiary to whom 
death benefits would be paid, most of us, 
(well, most of the married ones) prob- 
ably wrote in, almost automatically, ‘to 
my wife.’ It’s the natural answer—al- 
most the inevitable answer—but it can 
also be the most expensive answer. 


“Remember that when you are gone, 
your wife will be the largest income tax- 
payer in your family group. Your salary 
to the date of your death, her income 
from other sources for the entire year, 
the proceeds of your Profit-Sharing 
Trust, and half of your pension death 
benefit must all be reported in her in- 
come tax return, if she is the beneficiary. 


“Tax savings would result if the in- 
come from all those sources could be 
spread among two or more taxpayers, 
so that the exemptions and the starting 
brackets of each could apply to parts of 
the income for the year. 


“Such additional taxpayers could be 
‘created’ by naming as beneficiaries your 
college-age children, your estate (a sep- 
arate tax entity from your wife, although 
the estate may go to her), or a life-in- 
surance trust, and it is possible that one 
or more of these methods of distribution 
could be of advantage to some of us. 


“To find out what would be best for 
you, with your own special set of prob- 
lems, why not consult the members of 
the Will Review and Estate Analysis 
group? They have prepared digests of 
the tax laws affecting residents of New 
York, New Jersey and Connecticut (all 
different), and have made studies of 
what can be done, depending on whether 
you are married, the number and age 
of your children, and the type and 
amounts of property and life insurance 
you may have. 

“So be smart—find out now what could 
happen, and, if necessary, change your 
arrangements so that if it does happen, 
you'll be faced (pardon! your estate will 
be faced) with the lowest possible tax 
burden.” 


Conclusions 


1 — Employees and families of em- 
ployees usually benefit substantially 
through tax savings and good planning. 


2 — An individual well pleased with 
this service becomes an “expert sales- 
man” in offering the service to customers 


of the bank. 


3 — Perhaps, after an employee has 
considered his own estate in detail, he 
has an even greater and more lasting 
appreciation for the so-called “fringe” 
benefits which are provided for manage- 
ment. 
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STUDENT PANEL IN COURSE IN TRUST DEPARTMENT PROCEDURE AND 


PRACTICE, SCHOOL OF BANKING, UNIVERSITY OF WISCONSIN 


Left to right—Ist row: Ralph Kent, Central National Bank & Trust Co., Peoria; Leon 
Hanselman, The Detroit Bank; Nevin Bowser, First National Bank of Chicago; Wayne 
Allen, Continental Illinois National Bank & Trust Co. of Chicago; John Cleary, Marquette 
National Bank, Minneapolis; Louis Auer V., New York Trust Co.; Donald Baxter, Marshall 


& Ilsley Bank, Milwaukee. 


2nd row: Herschel Ebers, Springfield (Ill.) Marine Bank; Walter A. Hallman, Ameri- 
can National Bank, Hutchinson, Kans.; Don King, National Bank of McAlester, Okla. 


Instructor and Section Leader Emerson R. Lewis, vice president (retired) 


of trust 


department, First National Bank of Chicago, Ill., stands at right. 





Council Changes Name 


Freeport, N. Y. — “The Tax and 
Estate Planning Council of Long Island” 
is the new name of the former Estate 
Planning Council of Nassau County. 
Newly elected officers are: Pres.—Fred- 
erick M. Bruell of the accounting firm 
of Bruell & Randall, Hempstead; Vice 
Pres.—Emerson Swartz, Garden City 
attorney; Treas.—Robert Faltings, trust 
officer, Franklin National Bank; Sec’y— 
John B. MacDonald, Hempstead mana- 


ger, Prudential Insurance Co. 


A & B&B 
TRustTs Up 17% IN OREGON 


The three State trust institutions in 
Oregon held a total of $21,258,576 in 
assets under administration at the 1955 
year-end, Superintendent of Banks, A. A. 
Rogers reports. This compares. with 
$18,124,124 at the end of 1954 and repre- 
sents a gain of 17%. The 1955 assets 
were divided as follows: 410 court trusts 
$5,323,268; 451 personal trusts $15,230,- 
477; 41 corporate trusts $704,830. Earn- 
ings of these trust departments in 1955 
aggregated $209,548 gross and $48,088 
net. 


A A A 


@ Kennedy Sinclaire’s Eighth Trust 
Sales and Estate Planning Seminar will 
be held October 15th through the 18th. 
These Seminars are devoted to an inten- 
sive study of trust sales and modern 
estate planning and are limited to trust 
solicitators from banks. Interested trust 
officers are invited to request a descrip- 
tive folder from Kennedy Sinclaire, Inc., 
140 Cedar Street, New York 6, N. Y. 


Corporate Fiduciaries Elect 
Southern California Trust Officers Assn.: 

President: J. R. Pattillo, vice presi- 
dent, Beverly Hills National Bank & 
Trust Co. 


Sec.-Treas.: E. M. Kennedy, vice presi- 
dent, Bank of America, N.T. & S.A., Los 
Angeles 





E. M. KENNEDY 


J. R. PATTILLO 


Trust Division, Connecticut Bankers As- 
sociation: 


Chairman: Foster G. Woods, vice 
president and trust investment officer, 
Colonial Trust Co., Waterbury 


Trust Committee, Indiana Bankers Assv.: 


Chairman: R. D. Shoemaker, president 
and trust officer, Lafayette Loan & Trust 
Co. 


V.-Chairman: L. O. Titus, vice presi- 
dent and trust officer, American Trust 
Co., South Bend 
Committee on Trusts, Virginia Bankers 

Association: 

Chairman: John T. Percy, vice presi- 
dent and trust officer, Lynchburg Na- 
tional Bank & Trust Co. 

V. Chairman: Charles E. Wingo, III, 


vice president and trust officer, Savings 
Bank & Trust Co., Richmond 
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INSURANCE IN ESTATE PLANNING 


Business Purchase — Settlement Options — Deferred Compensation 


CHARLES L. KOPP 


Assistant Counsel, Pacific Mutual Life Insurance Company, Los Angeles, California 


ESPITE THE IMPORTANCE OF INTER- 
D nal Revenue Code Section 2042, 
which excludes from an insured’s estate 
proceeds which go to beneficiaries other 
than the estate on policies in which the 
insured held no incident of ownership, 
there are no regulations even proposed 
yet. Many intelligent people argue that 
the possibility which the insured has of 
inheriting from a later owner or bene- 
ficiary of the policy might constitute a 
reversionary interest in him, and if 
worth more than 5% of the value of the 
policy just prior to death the proceeds 
will be included in his estate. 


Basically, a reversionary interest is an 
interest which arises in a grantor by 
virtue of the instrument which creates 
the interest in the other person. Never- 
theless, we are recommending in those 
estates where the parties want to be 
currently absolutely sure (without the 
benefit of Regulations) that the insured 
shall not have an incident of ownership, 
that the ultimate owner and ultimate 
beneficiary of such insurance proceeds 
be an organization having a perpetual 
existence. Most commonly, the organ- 
izations chosen for that purpose have 
been charitable corporations. However, 
any corporation could qualify. The in- 
sured could not inherit from such an 
organization since it would naturally 
survive him. Therefore at his death 
there would be no possibility that the 
policy or its proceeds could ever come 
back to him. It is my honest opinion 
and sincere hope that when the Regula- 
tions come out it will not be necessary 
to go that far. However, until the Inter- 
nal Revenue Service has resolved this 
conflict, that is the only method we can 
recommend, 


A gift to a minor may be in the form 
of premiums on a life insurance policy. 
Indeed, the life insurance policy may 
even be upon the life of the donor of 
the gift. However, the ownership of the 
policy must be in someone other than 


Condensed from remarks delivered to the Okla- 
homa Institute on Taxation, June 8, 1956. 
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the insured. In the case of a gift to a 
minor the ownership should be in the 
minor. But if you vest ownership in a 
minor you have not only put the policy 
on a shelf, you have put it out of the 
reach of both the mother and the father 
and the insured if he is a different per- 
son. A trust arrangement might be pre- 


ferable. 


Where the insured continues to pay 
premiums on a policy which is still in 
a premium paying status after he has 
divested himself of ownership, there re- 
mains the problem of what is includible 
in his estate. If the gift is made within 
three years of death and is held to be 
in contemplation thereof shall it be 
the premiums paid or a proportionate 
share of the proceeds? The only way 
to foreclose that problem is to put the 
insurance policy on a paid-up basis im- 
mediately (preferably before the trans- 
fer). Then no further premiums need 
be paid by the insured and there will 
be no further possibility of gifts in con- 
templation of death. 


Business Purchase and Stock 
Redemption Agreements 


Much has been written with respeci 
to the difference between the cross-pur- 
chase method of arranging a Purchase 
and Sale Agreement and the so-called 
“Entity Plan.” Each has its advantages 
and disadvantages. In the last analysis 
only the attorney has the license, the 
responsibility and the over-all grasp of 
the entire picture which is required to 
make the decision. Once the decision 
has been made, the insurance must be 
drawn carefully so that it will properly 
dovetail with the Agreement. It’s un- 
wise, for example, to draw an Agree- 
ment by which the partnership is obliged 
to retire the interest of a deceased or 
retiring partner and then to arrange the 
insurance in such a way that one of the 
partners owns it rather than the part- 
nership. 


There used to be a very substantial 
disadvantage to the  cross-purchase 


method of funding these obligations be. 
cause, if there were several partners, 
upon the death of the first partner the 
insurance he owned on the lives of the 
survivors could not be transferred to 
other partners without an adverse in- 
come tax consequence. The Code now 
provides that a transfer to a partner or 
to the partnership or even to a corpora- 
tion where the insured is a shareholder 
or officer at the time of transfer shall 
be exempt from the transfer for value 
rule. Thus, the cross-purchase method 
has an additional advantage. 


The attorney should give careful con- 
sideration in drawing the Agreement to 
whether the parties desire the sale to 
be a capital transaction or an income 
transaction or a combination of both. 
The consequences, of course, are that 
the partnership in the case of an Entity 
Approach gets no income tax deduction 
for the retiring of a capital interest but 
instead gets a larger basis for that in- 
terest. By the same token the surviving 
heirs of the partner do not suffer tax- 
able income upon the retirement of the 
capital interest. If an income transaction 
is arranged the partnership does get 
an income tax deduction for the dis- 
tributive share of partnership income 
which is paid to the surviving heirs of 
the partner, whether the dollars which 
are used to pay the share are current 
income to the corporation or are the 
proceeds of life insurance. Conversely, 
the surviving heirs receive taxable in- 
come in such a transaction. I. R. C. 


736(a). 


It is possible to combine these two 
arrangements so that the assets of the 
partnership underlying the decedent's 
interest in the partnership which are 
capital in nature can be acquired by a 
capital transaction and the assets such 
as accounts receivable or stock in trade 
can be paid for in an income transac: 
tion. The Regulations require that to 
qualify as an income transaction, pay- 
ments must be for more than one tax- 
able year of the partnership. (See “How 
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to Draft a Partnership Buy and Sell 
Agreement” Eighth U.S.C. Tax Institute, 
Matthew Bender & Co., Albany 1, N. Y., 
by Richard H. Forster and Arthur B. 
Willis. ) 

The chief function of the Life Under- 
writer in these cases is to secure approp- 
riate insurance coverages so that the 
partnership or the surviving partners 
will be in a position to immediately 
carry forward the program in the event 
of the death of one of the partners. His 
should be the decision about the form 
of the insurance and his should be the 
responsibility that the insurance issued 
is owned by the partner obliged to meet 
the obligations under the Agreement (or 
the partnership if it is an entity arrange- 
ment). 


None of the other members of the 
estate planning team is so well-qualified 
as the accountant to determine an ap- 
propriate valuation or an appropriate 
formula for reaching the valuation of 
the business interest. Our underwriters 
are always asking me: “How do I es- 
tablish a valuation for a grain storage 
partnership in Northern Wisconsin?” I 
have a very good answer for that: “You 
don’t!” It is not the job of the under- 
writer to determine valuations. I have 
never permitted our people to invade 
the province of the accountant. I will 
not help them to determine a valuation 
for a partnership interest or a close 
corporation interest. 


Corporations are more fortunate than 
partnerships because of Section 303 of 
the Code allowing the redemption of 
enough stock to equal the total of the 
State and Federal death taxes, and the 
funeral and administration costs of a 
deceased shareholder. Care should be 
had, however, in the application of the 
statute to the circumstances of the par- 
ticular stockholder. A recent Revenue 
Ruling has pointed out that the attribu- 
tion rules of Section 318 of the Code 
are applicable to stock redemptions un- 
der Section 302 and other sections but 
not to redemptions to pay death taxes. 
etc. (Revenue Ruling 56-103, 1956-12. 
I.R.B. 7 of March 22, 1956.) 


In that case we have this situation. A 
father had been the founder of the 
business. In order to cut down his es- 
tate tax and to encourage a son to 
participate more actively in the business, 
he had divested himself of much of the 
stock so that at the time of his death 
he had only 27% of the stock. Under 
an agreement his estate sold the entire 


27% to the corporation and said very 
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brightly: “We have just accomplished 
a 302 redemption. We have redeemed 
all of the interest of this stockholder in 
the corporation.” Internal Revenue Ser- 
vice said: “Oh no you haven’t, because 
we are going to apply the attribution 
rules of Section 318 to that and we will 
include the 26% of the stock held by 
the son. You have, therefore, not re- 
deemed all of the stock of the father.” 


The father had divested himself of so 
much stock that it did not comprise the 
appropriate 35% of his gross estate or 
50% of his taxable estate so that he 
could accomplish a redemption to pay 
death taxes under 303. So both avenues 
of redemption were closed to the estate. 


Settlement Options on Business 
Insurance* 


In the great majority of cases busi- 
ness insurance—other than “Key Man 
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“f have an estate planning problem 
that I need help with .. . ’m broke!” 


Courtesy of Banking 





Insurance” is nothing more than estate 
planning. It happens to involve the es- 
tate of a person who owns a substantial 
business interest. 


Unfortunately some of the early ef- 
forts to arrange business insyrance in 
such a way that it would produce in- 
come under settlement options for a sur- 
viving widow have had disastrous effects. 
The key decision in this area is still 
Legallet (41 BTA 294; CCH Dec. 10, 
995 (1940) ). In that case insurance was 
taken out by two partners, paid for by 
the partnership, but in each case the 
widow of the insured was named as 
beneficiary. Upon the death of one part- 
ner the survivor took credit in his pur- 
chase obligation for the $25,000 of in- 


surance proceeds which went directly to 


*The best article on the subject was written by 
George J. Laikin in the June, 1950 issue of the 
c. L. U. Journal. 


the other partner’s widow. However, the 
Commissioner took the position that the 
surviving partner had never received 
nor had the right to receive these funds 
and that, therefore, his cost basis for 
the partnership assets thus acquired did 
not include the $25,000. Result: Very 
substantial capital gain upon a later 
sale of these assets. 


In our Company, and I believe in 
several other companies, we have sought 
a way around this problem. We call it 
the “Retention Endorsement.” By this 
endorsement, whether the partnership 
or other partner of the insured is the 
owner of the insurance contract, it is : 
provided that the proceeds shall be re- 
tained by the insurance company for a 
period up to two years following the 
death of the first partner. During this 
period the surviving partner or the 
partnership may withdraw all or part of 
the funds, if needed. So much of the 
funds as are not needed after the part- 
nership creditors have been adequately 
taken care of may be released to the 
surviving widow of the deceased part- 
ner. At this time the surviving partners 
or partnership take credit for the value 
of the proceeds thus released against 
their purchase obligation. 


The widow may then receive the in- 
surance proceeds in installments either 
under a directed settlement which has 
been placed on the policy prior to the 
death of the insured or through an 
elected settlement chosen by her after 
the policy comes to her, provided a 
settlement has not been directed. 


Particular care should be taken by 
the planners to check the requirements 
of the insurer who will be asked to issue 
the policies. Our Company limits the re- 
tention period to a maximum of two 
years and requires that the person tak- 
ing the policy through release shall be 
designated in advance and shall be 
someone related to the insured not more 
remotely than first cousin. 


A trustee is always valuable in a 
Purchase and Sale Agreement. The pres- 
ence of the trustee does not substantially 
affect the tax consequences of the deal. 
However, as a practical matter, the 
presence of a trustee introduces an in- 
dependent objective viewpoint into the 
solution of problems and keeps the 
actual ownership of the insurance and 
possession of the proceeds out of the 
hands of either one. It goes without 
saying that whoever has the proceeds of 
insurance is in a pretty good bargain- 
ing position. 
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Let me give a warning with respect 
to “over-direction.” Insurance compan- 
ies and their agents are great believers 
in the directed settlement by which a 
husband and father can direct the man- 
ner in which the surviving widow shall 
receive the insurance proceeds. This 
very handy device has sometimes been 
abused and sometimes circumstances 
change sufficiently that even a well-con- 
ceived settlement arrangement becomes 
inappropriate. Two examples are worthy 
of particular note. The first is the in- 
flation problem. Many directed settle- 
ments which called for income provi- 
sions of $200 or $300 a month were 
doubtless of great value when executed 
but the trend of the dollar has rendered 
them unrealistic. The insured who de- 
sires, whether on personal or business 
insurance, to have a directed settlement 
program should examine the program 
at least every two years. 


Secondly, a directed settlement pro- 
gram is fine so long as the entire pro- 
gram is continued but we have not un- 
commonly seen occasions where one or 
more of the policies which comprise the 
program would be lapsed without 
change of the settlement options on the 
balance of the policies. Thus, by the 
lapse of some policies a program which 


called for adequate monthly installments 
of $500 can be sliced to $200 with no 
power on the part of the beneficiary to 
withdraw- additional funds or invade 
the principal. 


Deferred Compensation 


Plans 


Mr. MacKay+ would prefer to call it 
“extended compensation” because it is 
really more descriptive of the agree- 
ment and does not connote the idea that 
some income to which the employee 
would otherwise be currently entitled is 
being “deferred” to a future time. The 
tax consequences are highly favorable. 


The two chief cases on this subject 
are Oates (18 T.C. 570, non-acq. 1952-2 
C.B. 5, 207 F (2) 711 (7CA)) on the 
Income Tax and Goodman (U.S.D.C. 
Western District Pennsylvania, CCH 
1956 Federal Estate and Gift Tax Re- 
ports, P 11,595) on Estate Tax. 


It should be made certain that the 
actual ownership of the insurance con- 
tract is in the employer because if the 
ownership is transferred to the employee 
adverse consequences follow. (Morse v. 
Comm., 17 TC 1244, 202 F (2) 69 
(CCA-2, 1953) ). 

+The best article on this subject is by Hugh 
MacKay in the Spring, 1956 C. L. U. Journal. 
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The real skill of establishing extended 
compensation plans lies in the work of 
the attorney in tailoring the provisions 
to the particular case. Fundamentally 
the contract is simple. The employee 
agrees to remain a certain number of 
years or until a certain age at an agreed 
salary and the employer agrees to make 
payments beginning at the later date 
during a period when the employee 
renders advisory or consulting services, 
The contract should be designed so that 
it fits well with the existing pension 
plan of the employer and so that the 
so-called “Bad Boy Clauses” by which 
the employee agrees to do supervisory 
work and not to engage in competitive 
or improper conduct should be genuine. 


The best current opinion is that a 
person under a Deferred Compensation 
Plan will lose Social Security Benefits 
only if he actually renders services. 


Obviously life insurance on a perma- 
nent form is an ideal vehicle by which 
the employer can prepare to meet his 
obligation to the employee or to his 
family in the event that the contract en- 
compasses payments to the family after 
the death of the active or retired em- 
ployee. In this way the employer sys- 
tematically puts aside enough money to 
meet his obligation without a jolt at the 
time of retirement of the employee. 


Settlement options are also available 
with contracts written for this purpose. 
Our own requirements, I believe, paral- 
lel those of other companies. An insur- 
ance company does not like to make life 
income or other settlement options pay- 
able to a person or corporation other 
than an individual taking in his or her 
own right, for the reason that the pe- 
riodic checks sent directly to the person 
upon whose continued life they are de- 
pendent will be personally endorsed by 
that individual, thus furnishing inex- 
pensive and convenient proof of the 
continued life. 

However, because of the Morse case 
and the law which underlies it, if the 
settlement arrangements are made pay- 
able directly to the employee he will 
be in constructive receipt of the entire 
proceeds upon retirement and, _there- 
fore. subject to ordinary income tax 
on the value at that time. Therefore, if 
settlement arrangements are to be made, 
it is essential that the amounts be paid 
to the employer and it, in turn, make the 
payments to the employee. 

Our company will agree to such ar- 
rangements provided that directed in- 
come provisions for the maturity pro- 
ceeds are based upon the continued life 
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of the employee and that the income 
provisions upon the death proceeds are 
based upon the continued life of his 
widow or someone not more remotely 
related to him than first cousin. Further, 
we will require that upon the death of 
either of these individuals the balance 
of any certain payments shall be paid 
in a lump sum to the employer. If the 
employer then turns and pays the lump 
sum to the estate of the employee or the 
estate of his widow the tax consequences 
are not adversely affected. 


We and most insurers, we believe, 
will require that the employer agree to 
give us notice in the event of the death 
of the employee or the person whose 
continued life is involved. 


Key Man Insurance and $5,000 


Tax Free Death Benefit 


Key Man Insurance purchased by an 
employer to indemnify itself for the loss 
of the services and ability of a key 
person should be owned by the employer 
and the benefits be payable to the em- 
ployer; for if the benefits are payable 
to the employee he will suffer current 
taxable the 
premium. The employer does not have 
a current income tax deduction for pre- 
miums paid because the policy amounts 
to a sinking fund for its own benefit. 


income to the extent of 


However, the proceeds are free of in- 
come tax when received by the employer 
and such portion of the proceeds which 
the employer chooses to pay over to the 
estate of the employee or his benefici- 
ary are deductible from the current in- 
come of the employer under Code Sec- 


tion 162(a) (1). 


The first $5,000 of such amounts are 
not taxable to the beneficiary when re- 
ceived either in a lump sum or in install- 
ments. It is important to note that the 
$5,000 is not a limitation upon the 
amount of insurance which an employer 
should secure because he can secure any 
reasonable amount to indemnify him- 
self for the loss of services of the em- 
ployee and he can likewise agree to pay 
any reasonable amount to the employee’s 
survivors. The $5,000 is simply the lim- 
itation upon the exempt portion of the 
proceeds reecived by such beneficiary. 


“Wage Continuation Plans” 


Our experience bears out our belief 
that while the effects are more tempo- 
rary when an employee becomes dis- 
abled than they are if he passes this life, 
they are nevertheless just as serious. In- 
deed, if an employee becomes disabled 
there is often the thought that his job 
should not be filled by a replacement 
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until all hope of his return has been lost. 
If he dies, immediate replacement is 
possible. 


The underwriting of Accident and 
Sickness Benefits is easier and the bene- 
fits, dollar for dollar, are better where 
the disability protection is secured along 
with some life insurance. Section 106 of 
the Code excludes from the gross income 
of the employee the contributions by an 
employer to Accident or Health Plans 
for compensation of his employees for 
personal injuries or sickness. “Plan” is 
not defined — but see the Regulations. 


Under Section 105 benefits are wholly 
exempt if they are reimbursement for 
medical care of the employee or his de- 
pendents, or for permanent injury or 
loss of bodily functions by the employee 
or his dependents. Benefits are exempt 
up to $100 per week for payments in 
lieu of wages during absence due to ac- 
cident. Benefits which are payments in 
lieu of wages during a sickness are ex- 
empt up to a rate of $100 per week but 
payment for the first week is not exempt 
unless the employee is hospitalized at 
least one day sometime during the sick- 
ness. 


The Regulations issued by the Com- 


missioner were published April 13 (Sec- 
tion 1.104-1.106 (T. D. 6169, 1956-18 


IRB 8)). They occupy many pages of 
text and are extremely complicated. In- 
deed, they make the simple explanation 
which I have just given seem almost im- 
possible. There are also Regulations with 
respect to the withholding of income tax 
on payments of this type. These Regula- 
tions are impossible with the exception 
of one sentence which says that if the 
benefits are provided by an insurance 
policy purchased by the employer “no 
tax shall be withheld and the employer 
need not include in his Form W-2 with 
respect to the employee any exempt 
wage continuation payments made by 
an insurer.” 


About the only surprise in the Regu- 
lations is the statement by the Commis- 
sioner that a premium paid by an em- 
ployer on a policy providing an Acci- 
dental Death Benefit for an employee 
constitutes taxable income to the em- 
ployee. The basis upon which the Com- 
missioner made this ruling is that acci- 
dental death is not a “personal injury” 
and, therefore, that the premium to 
provide such benefit is not exempt under 
106. We think that this is a 
pretty literal interpretation of the law 
but I suppose some of us have held the 


Section 


Commissioner to literal interpretation 
of the law ourselves. 





EXECUTORS AND TRUSTEES 


ys 


Our office in London, England, 
established in 1911, has the 
experience and complete facilities 


L required to handle 


Investment interests 





overseas. 





your clients’ Estate, Tax and 


FOR OVER HALF A CENTURY 


LE ~ Your Clients’ 
4” Interests Overseas 





Consult us, or our London office at 3 St. James's Square 


THE 


ROYAL 


TRUST 


COMPANY 
105 ST. JAMES STREET WEST, MONTREAL, QUE. 












How to Avoid Tax Problems on 


Death of a Partner 


ROBERT S. THOMPSON 


Member of California State Bar; Los Angeles 





STATEMENT OF FACTS 


The partners in a manufacturing busi- 
ness are John Smith, whose interest in 
the partnership is fifty per cent, Joe 
Doaks (who is not a family member but 
who is active in the business) whose in- 
terest is twenty-five per cent, and Bill 
Smith, whose interest is twenty-five per 
cent and was acquired by gift at some 
time in the past from his father, The 
entire value of $500,000 is represented 
by tangible assets including rights to in- 
come properly classified under the 1954 
Revenue Act as unrealized receivables in 
the amount of $20,000 and inventory 
meeting the definition of appreciated in- 
ventory in the amount of $100,000. The 
partners have determined that in the 
event of the death of any partner his 
interest is to be purchased by the part- 
nership for a price in excess of his pro 
rata share of the value of the tangible 
assets. 











HE PRINCIPAL PROBLEMS' 

the scope of this paper are: 

1. The validity of Bill’s interest in 
the partnership. 


WITHIN 


2. The effect of death upon continu- 
ation of the partnership for tax purposes. 


3. The effect to the Estate of John 
and to the surviving partners of distri- 
butions in liquidation of John Smith’s 
interest at his death (other than effects 
upon basis). 


A. The problem of unrealized re- 
ceivables and appreciated inventory. 


B. Distributions representing excess 
over the value of tangible assets. 


C. The credit against income tax of 
estate taxes paid on rights to income. 


Validity of Bill’s Interest 


In 1951 Congress enacted specific leg- 
islation giving a statutory foundation to 
the law in the field of family partner- 
ships.” While the statute by no means 
eliminated litigation in the field it intro- 





1Arthur B. Willis and John O. Paulston ex- 
haustively treated the subject here under discus- 
sion at the University of Southern California Tax 
Institute. Major Tax Problems of 1955, pp. 229 
and 251, Matthew Bender & Company. 


2Internal Revenue Code (old) Sec. 191. See 
Cruickshank, Drafting a Family Partnership 
Agreement Under the Revenue Act of 1951, 1953 
Major Tax Problems, page 217 Matthew Bender & 
Company. 
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duced a new and welcomed note of cer- 
tainty as to one aspect of the problem. 


The Revenue Act of 1954 in general 
continues the statutory enactment of 
1951. It makes a specific provision for 
the validity of the interest of a partner 
acquired by gift or by purchase by one 
member of a family from another. In 
either event, if capital is a material in- 
come producing factor, the partnership 
interest so acquired will be recognized. 
The distributive share of partnership in- 
come of the person so acquiring the 
partnership interest is includible in his 
gross income except to the extent that 
in determining that share allowance was 
not made for reasonable compensation 
for services rendered to the partnership 
by the donor (presumably including 
within the meaning of that term the 
member of the family who sold his in- 
terest to another family member) and 
to the extent that the share attributable 
to the donated interest is disproportion- 
ately large in relation to its share of 
capital.* 

There is a valid partnership as to 
Bill, unless somewhere in the partner- 
ship agreement there are provisions 
which did not fully compensate the ser- 
vices of John to the business or which 
have resulted in distributable income to 
Bill disproportionately in excess of his 
twenty-five per cent interest in the part- 
nership capital. In the assumed case 
Bill is active in the business. There will 
be other cases not so clear-cut for which 
the Code Section will by no means be 
a panacea, 


Effect of John’s Death Upon 
Continuation of Partnership 


Prior to the Revenue Act of 1954 the 
determination of the effect of the death 
of a partner upon the continuation of 
a partnership for tax purposes was large- 
ly a matter of the application of the 
case law.* The practical necessity for 

3Internal Revenue Code 1954, Sec. 704(e). Pro- 
posed Reg. § 1.704-1(2) Reality of transfer of in- 
terest to donee controls. 

4See Thompson, What Is New in Corporate Tax 
Planning—Current Developments in Partnerships 


and Corporations, 1953 Major Tax Problems, page 
97, 117, Matthew Bender & Company. 


that determination arose largely in the 
decision whether income of the partner. 
ship from the beginning of its year to 
the date of death of a partner became 
reportable at that date. If income was 
so reportable and if the partnership was 
on a fiscal year differing from that of 
the partners, the ultimate tax effect was 
to include within income for a taxable 
year of a partner amounts which might 
not have been includible until the fol- 
lowing year if the death had not oc- 
curred. 


The 1954 Code® now provides that 
except in the case of termination of a 
partnership the taxable year shall not 
close as the result of the death of a part- 
ner. Construction of the meaning of the 
exception is thus the key to interpreta- 
tion of the new provision of the Code. 
What constitutes “termination of a part- 
nership”? Both the Uniform Partner- 
ship Act and other Sections of the Code 
are of assistance in this inquiry. 


The new Code provides® that a part- 
nership is considered “terminated” only: 
(1) if no part of any business, financial 
operation, or venture of the partnership 
continues to be carried on by any of its 
partners in a partnership: or (2) with- 
in a twelve month period there is a 
sale or exchange of fifty per cent or 
more of the total interest in the partner- 
ship capital and profits. The key to in- 
terpretation of the first condition under 
which a partnership is considered termi- 
nated is the phrase, “in a partnership.” 
In our assumed case the problem is not 
present because upon the death of John 
there will be two partners surviving so 
as to make a continuation of the business 
in the partnership form at least theoretic: 
ally possible. 


“Internal Revenue Code 1954, See. 706(c). Pro- 
posed Regulations § 1.706-1. 


®Internal Revenue Code 1954, Sec. 708. 





The accompanying article is an up- 
dated version of a presentation before 
the 1955 Forum on Tax Problems A!- 
fecting a Family Estate, sponsored by 
Title Insurance and Trust Co. of Los 
Angeles. 
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What would be the situation, however, 
if only one of the former partners sur- 
vived? Could he continue the business 
“in a partnership” and, if so, for how 
long? The Uniform Partnership Act 
becomes of assistance at this point. It 
provides‘ that dissolution of a partner- 
ship is caused by the death of a part- 
ner, but that upon dissolution the part- 
nership is not terminated but contin- 
ues until the winding up of the part- 
nership is completed. It is fair to as- 
sume that the sole survivor of the mem- 
bers of a partnership continues the busi- 
ness “in a partnership” for the period 
thus established by the U.P.A. That 
period ends with the winding up of the 
partnership which in turn is dependent 
in part upon the partnership agreement. 


Subject to the dangers inherent in 
predicting the effect of new legislation, 
a provision that the partnership business 
will not be wound up until the end of 
the normal fiscal year will probably be 
effective for tax purposes although only 
one partner survives. In the absence of 
such an agreement the death will prob- 
ably not terminate the partnership year 
for tax purposes* until the winding up 
is actually accomplished; although there 
is inherent in the lack of such a pro- 
vision in the agreement the possibility 
of a contention that a reasonable period 
for winding up the business was other 
than that actually used. Lastly, if the 
agreement provides for the winding up 
of the partnership affairs at death, it 
will probably be held to cause a termina- 
tion of the partnership coincident with 
such winding up of its affairs. 

The key to the second set of condi- 
tions under which a partnership will 
“terminate” is the phrase, “sale or ex- 
change.” A transfer of fifty per cent or 
more of the total interest by probate or 
by way of gift will not terminate the 
partnership for tax purposes.” The part- 
nership agreement may provide for suc- 
cessors in interest of a deceased partner 
to carry on in his stead. In such case, 
so far as the Internal Revenue Code is 
concerned, the partnership will not be 
terminated because there was no sale 
or exchange of fifty per cent or more in 
interest. The agreement may provide, 
however, that at a designated time the 
in'crest of the deceased partner is to be 
liguidated by a distribution of a fixed 
or other sum from the partnership. 


lifornia Corporations Code, Sec. 15030, 15031 


‘iouse Committee Report. Page 67. Senate Com- 


~t e Report, Page 91. Proposed Regulations § 
706-1, 


: onference Committee Report, Page 61. See also 
Proposed Regulations § 1.706-1. 
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No answer to the effect of such a pro- 
vision upon termination of the partner- 
ship ‘is safe at the present time. Section 
706 of the Code dealing with termina- 
tion of the partnership year apparently 
uses wording which in context treats 
sales or exchanges and distributions in 
liquidation as different species. If one 
is to climb on a limb, he can predict 
the foregoing as the law. There is, how- 
ever, language in Section 736 and in the 
House Committee Report'® which can 
be the basis of a contrary conclusion. 
The matter is further complicated by the 
effect of death of a partner as a matter 
of State law. 


Uncertainty being the established 
state of affairs the partnership agree- 
ment should provide that any such dis- 
tribution in liquidation of the interest 
of a deceased partner be made effective 
as of the end of a partnership year. In 
this way, regardless of the treatment as 
a sale or exchange, or otherwise, there 
will not be the potential of overlapping 
of income that will be present otherwise. 


If the partnership terminates as to 








10House Committee Report, Page 67. See Pro- 
posed Regulations § 1.736-1(a) (5) providing that 
the partnership is not deemed terminated so long 
as the successor in interest of a deceased partner 
is receiving payments in liquidation of the partner- 
ship interest under IRC Section 736 until the en- 
tire interest is liquidated. 
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the deceased partner and his successors 
in interest it apparently also terminates 
as to the surviving partners. The surviv- 
ing partners must face, of course, the 
problems of potential overlapping of in- 
come discussed above. They also must 
consider other factors if the partnership 
has assets defined as unrealized receiv- 
ables or appreciated inventory. 


Unrealized Receivables and 
Appreciated Inventory 

We have assumed that the business 
has rights to income in the amount of 
$20,000 that have not under the part- 
nership’s method of accounting been in- 
cluded in gross income. That the busi- 
ness here involved is a manufacturing 
business and therefore one which is un- 
doubtedly on the accrual basis, making 
the existence of such rights highly un- 
likely, must fall within the realm of lec- 
turer’s license. We have assumed, also, 
that more than ten per cent of the fair 
market value of the partnership property 
(other than money) consists of assets 
defined as follows: Non-capital assets 
which are not real property or depreci- 
able property used in the trade or busi- 
ness held for more than six months, the 
value of which exceeds one hundred and 
twenty per cent of the adjusted basis to 
the partnership of such property. 

In our assumed illustration, John’s es- 
tate will be paid by the partnership for 
the value of his interest in the partner- 
ship properties (as well as additional 
amounts which need not concern us at 
this point). In general, such payments 
are considered to be made in exchange 
for the interest of the partner in the 
partnership property.’! Since, in general 
also, the death of John will have resulted 
in an adjusted basis in his partnership 
interest equal to date of death value, 
there will be little, if any, gain or loss 
recognized on the distribution. 

We have added, however, the fillip 
that the partnership is possessed of un- 
realized The 1954 Act 
provides that payment to the estate of a 
deceased partner for an interest in un- 
realized receivables of the partnership 
is not included within the definition of 
payments in exchange for an interest in 
the partnership property.'* As to any 
amounts therefore paid to the estate of 
John which are attributable to the un- 
realized receivables of the partnership. 
such amounts are income in respect of 
a decedent and will be income to the 
estate and taxable at ordinary rates. 


reecivables.!” 


li[nternal Revenue Code 1954, Sec. 736(b) (1). 


12Internal Revenue Code 1954, Sec. 751(c). 
13Internal Revenue Code 1954, Sec. 736(b) (2). 
Proposed Regulations § 1.736-1(b) (2). 


It should be noted that whereas jy 
an ordinary situation of a sale of g 
partnership interest the appreciated jp. 
ventory might also result in ordinary 
income, such assets are not in the cage 
of a deceased partner specifically ey. 
cluded from the definition of payinents 
in exchange for interest in partnership 
property as are unrealized receivables, 
Presumably, then, ordinary income will 
not result to the estate of John Smith by 
reason of the appreciated inventory in 
the partnership. 


The existence of unrealized receiv. 
ables and appreciated inventory also 
presents a problem to the surviving part- 
ners. The possibility that the partner. 
ship may be considered terminated as 
to all partners has been noted. A dis. 
proportionate liquidating distribution of 
unrealized receivables and appreciated 
inventory among partners in exchange 
for interests in the partnership can re. 
sult in taxable income.'* The payments 
to the successor in of a de. 
ceased partner are exempted from the 


interest 


rule.’ The surviving partners, however, 
are potentially within its scope. Here 
again the problem can be avoided by 
appropriate provisions in the pariner- 
ship agreement. That agreement should 
be specific that in the event of the 
death of a partner the survivors con- 
tinuing the business do so without re- 
ceiving in liquidation anything more 
than their proportionate undivided in- 
terests in all the assets of the old part- 
nership. 


Distributions to Estate in Excess 
of Interest in Tangible Assets 


Our assumed example includes the 
that the partners have 
agreed that in the event of death the 
payments to the estate of a deceased 
partner in liquidation of his interest will 
exceed the amount of the value of his 
portion of the tangible assets of the 
partnership. The tax effect to the estate 
of John will be determined almost en- 
lirely by those specific provisions of the 
partnership agreement providing for the 
distribution of the amounts represent: 
ing that excess value. Conceivably. the 
excess of value over tangible property 
for which payment is made by the patt- 
nership to the estate of John will repre- 
sent John’s interest in the good will of 
the partnership. While that good will is 
probably a capital assets of the pariner- 
ship, the payment for it is not includible 
within the statutory definition of pay: 


proposition 


14Internal Revenue Code 1954, Sec. 751. 
Internal Revenue Code 1954, Sec. 751(b) (2) 
(B). 
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ments in exchange for an interest in 
partnership property except to the ex- 
tent that the partnership agreement it- 
self provides for payment with respect 
to good will.?® 

If the payment is for good will in 
such fashion that the requirements of 
the statute pertaining to reference in the 
partnership agreement are met, the pay- 
ment is in exchange for the capital in- 
terest of the decedent, so that in the 
case of John there probably would be 
no recognized gain or loss by reason of 
the adjusted basis arising from death. If 
the partnership agreement does not con- 
tain the requisite provisions, the payment 
meets the sections discussed below so as 
probably to constitute ordinary income. 


The content of the partnership agree- 
ment which will meet the statute so as 
to provide that the payment is one for 
good will “to the extent that the partner- 
ship agreement provides for a payment 
in respect to good will” is not so easy 
of determination. If the partnership 
agreement provides that the excess pay- 
ment over the value of the interest of 
John in the tangible property of the 
partnership is made in return for John’s 
interest in the good will of the partner- 
ship, it would seem that on the face of 
the agreement it has met the test of the 
statute. There is reason to believe, how- 
ever, that such a technical compliance 
with the words of the statute may not be 
sufficient. The Senate report states in 
effect that the agreement to the contrary 
notwithstanding, the payment involved 
cannot exceed the reasonable value of 
the deceased partner’s share of the good 
will.!* 

There is a problem also if the partner- 
ship agreement makes no reference to 
good will as such but establishes a form- 
ula for determination of the excess pay- 
ment. If such a formula results in an 
excess over tangible value of the part- 
ners share, the inquiry may be posed 
as to whether the provision in the agree- 
ment does not in effect provide for a 
payment in respect to the partner’s share 
in the good will of the partnership. 
While the question may be posed, it by 
no means can be answered on the present 
state of the law. Safety would dictate 
thai the specific phrase, “good will,” be 
use if it is the intent that payments in 
such regard be in the nature of capial 
pa\:nents to the estate of the deceased 
pariner with the concomitant tax results. 
If it is desired to avoid the results of 





‘internal Revenue Code 1954, Sec. 736(b) (2) 


“nate Committee Report, Page 395. See also 
sed Regulations § 1.736-1(b) (3). 
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including a provision in respect to good 
will in the partnership agreement cau- 
tion is dictated in phrasing the provision 
for payments in excess of the value of 
the interest in tangible assets so as to 
avoid a holding that the agreement in 
reality is one respecting good will. 


Payments in excess of the value of the 
interest of the deceased partner in the 
tangible assets of the partnership may 
be made for reasons entirely apart from 
payments for the good will of the part- 
nership. It is common among partners 
to provide in their agreements for pay- 
ments to the successors of a deceased 
partner which are in the nature of mu- 
tual insurance or other similar payments 
based more upon the partnership rela- 
tion than upon its economic conse- 
quences. Presumably, also, a failure to 
mention good will directly or indirectly 
in the partnership agreement avoids the 
treatment of a payment to the estate of 
a deceased partner as being for an in- 
terest in the partnership property. In 
either of such events, the excess over 
the value of the partner’s interest in the 
tangible assets of the partnership is 
treated as what is called in the new law 
a “guaranteed payment.” In such event 
the payment will be taxable as income 
to the estate of the deceased partner.’® 


It is possible, also, that the excess 
payment over the value of the dece- 
dent’s interest in the tangible properties 
of the partnership may be computed as 
a proportion of the future income of 
the partnership. In such case, it is treat- 
ed as a distributive share of the partner- 
ship income and also taxed as ordinary 
income to the estate of the decedent.'® 


As a matter of convenience the pre- 
ceding discussion has dealt with the 
consequences to the estate of a deceased 
partner of various types of payments in 
excess of the value of that partner’s 
share in the tangible assets of the busi- 
ness. The nature of such payments af- 
fects the tax liability of the surviving 
partners also. In general, if the payments 
are in return for an interest in partner- 
ship property they are capital in nature. 
If the payments are of such a nature as 
to be includible in the ordinary income 
of the estate they are deductible by the 
partnership. Thus, in our assumed case, 
if a payment is made for good will pur- 
suant to an adequate provision in the 
partnership agreement it will not be de- 
ductible by the survivors. If that same 
payment were a guaranteed payment re- 


18Internal Revenue Code 1954, Sec. 707(c), 736 
(a) (2). 


19Internal Revenue Code 1954, Sec. 736(a) (1). 


sulting from an adequate omission of 
mention of good will it would be de- 


ductible. 


Credit for Estate Tax 


Certain amounts which the estate of 
John Smith will receive in liquidation 
of his former interest in the partnership 
may under certain circumstances be tax- 
able as ordinary income to his estate or 
successors in interest. Presumably, to 
a great extent such items will have gone 
into the valuation of John’s interest in 
the partnership, and estate tax will also 
have been paid measured by such valua- 
tions. The 1954 Revenue Act makes it 
clear that amounts includible in the 
gross income of a successor in interest 
of a deceased partner shall be consid- 
ered as income in respect of a decedent. 
Thus, there will be a credit for .estate 
taxes paid against the income tax com- 
puted on that income which was included 
in the valuation of the estate for estate 
tax purposes.~? 


20Internal Revenue Code 1954, Sec. 691, 736(a), 
753. Senate Committee Report, page 406. 
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® Employer contributions to private pen- 
sion and welfare funds totaled $5,329,- 
000,000 in 1955, according to the U. S. 
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TRUST OPERATIONS IN A GROWING ECONOMY 


FRED F. FLORENCE 


President, American Bankers Association; and 


President, Republic National Bank of Dallas 


NEW AND INSPIRING LANDSCAPE IS 

being painted for the trust busi- 
ness in the rapidly changing world of 
today. As a democratic people, we cher- 
ish our right to own property and to 
transfer it from one to another. As long 
as this holds true, the trust business will 
continue to flourish as a guardian and 
administrator of private property. 


Bank management understands fully 
that a well-organized, competent, and 
efficiently administered trust department 
is a vital factor in the success of a bank. 
This rapid postwar expansion of trust ac- 
tivities has resulted primarily from a 
period of expanding business activity, 
rising incomes, and general accumula- 
tion of wealth. 


The prospects for continued healthy 
growth of our trust operations are excel- 
lent. Future expansion of trust opera- 
tions will depend to a large extent on 
our ability as a nation to promote sus- 
tainable economic growth in the years 
ahead. An expanding economy should 
contribute to growing wealth in the form 
of property and securities, and a conse- 
quently greater need for the trust serv- 
ices of banks and trust companies. Ex- 
perience since the end of the Second 
World War — and particularly during 
the past few years — indicates that the 
outlook is encouraging for avoiding the 
extremes of both inflation and deflation. 


Top bank management realizes that a 
well-run trust department can contribute 
to the bank’s profits and services both 
through its regular trust operations and 
also by generating additional business 
for the other departments of the bank. 
Trust activities tend to increase a bank’s 
deposits and develop new and desirable 
customers. Of major importance is en- 
couragement of succeeding generations 
to do business with the bank that handles 
the trusts or estates of which they are 
beneficiaries. Bank management should 
always be alert to building stronger and 
larger trust operations. 


As incomes increase and the standard 
of living rises, people in all walks of life 


Condensed from address before Western Regional 
Trust Conference, Salt Lake City, August 24, 1956. 
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will need to devote more and more at- 
tention to the disposition of their estates. 
Corporations will require more agency 
services, and will establish benefit or re- 
tirement funds to meet the needs of their 
officers and employees. This is an espe- 
cially fruitful avenue for expansion of 
our trust business. The Secretary of La- 
bor announced a few months ago that 
employee profit-sharing plans have been 
increasing at a rate of 200 per month. 
Although the rate of establishment of 
such plans may not be maintained, they 
will undoubtedly generate an _ increas- 
ingly large amount of trust business. It 
has been estimated that contributions to 
corporate pension funds alone will 
amount to $6 billion annually by 1960. 


Two things are essential if our trust 
departments are to prosper in the growth 
economy of the future. Foremost is the 
necessity of continuing to emphasize 
conservation of wealth as the primary 
function of the trust business. This dic- 
tates that trust officers continue to be 
conservative in managing the properties 
under their supervision. However, con- 
servation of wealth must be viewed as 
something broader than the mere pre- 
servation of dollar values. The “prudent 
man” rule, if intelligently applied, de- 
mands a balanced policy, one that will 
preserve as much as possible both the 
dollar values and the real values of en- 
trusted properties. Conservatism does 
not mean inflexibility and unwillingness 
to change with the times, but a long- 
established professional approach to fi- 
nancial matters that is based on sound 
judgment and experience. 


We must also make every effort to 
inform the public of the services we pro- 
vide and to convince prospective cus- 
tomers of the advantages of corporate 
trusteeship. In recent years, striking and 
beneficial progress has been made in in- 
forming people of the value of banking 
services with respect to deposits, safe 
deposit facilities, and other services. 
Similar success has not been realized so 
fully in educating the public as to the 
valuable and manifold services available 
in trust departments. 


A vigorous and successful program 
for promoting trust business requires the 
active interest and support of top man- 
agement and the close cooperation of all 
of the banking departments, officers, and 
directors. The substantial contribution 
that can be made by customer-contact 
officers in other departments is too often 
overlooked, and directors may be able 
to channel an especially large volume of 
trust business to the bank. At the same 
time, a good trust department will be 
alert for commercial business. 


We are in an era in which a steadily 
broadening structure of moderate-in- 
come families is being erected. A few 
people in the trust business might con- 
tend that the cultivation of a mass mar- 
ket is outside of the traditions and 
dignity of our great trust institutions. 
Nothing could be further from the truth. 
Much the same attitude was expressed 
years ago when courageous bankers 
broadened their horizons in the retail 
banking field and found practical means 
of bringing their ambition of service to 
fruition. If they had not done so, the 
market might well have gone to others 
by default. Indeed, in some areas — 
notably in savings — the battle is still 
being vigorously fought and only now 
are many bankers waking up to their 
important responsibility with regard to 
them. 


There is no reason to assume that the 
pattern for the trust business should be 
different. Mutual investment funds and 
life insurance have made phenomenal 
gains in conjunction with the accumula- 
tion of small personal fortunes and plan- 
ning of estates. Banks can learn much 
if they will but study and heed these 


developments. 


Yet it is not enough for us to acknowl: 
edge that the potential market is here. 
We must find the means of cultivating it 
on a sound and profitable basis. It will 
require the best of our thinking and the 
most vigorous of our energies to make 
the headway that banking has already 
accomplished in other sectors in meeting 
the needs of the public. 
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REDESIGN FoR COMMON TRUST FUNDS 


Changes in Law and Regulations Urged to Extend T heir Use 


CHARLES F. ZUKOSKI, Jr. 


Executive Vice President & Trust Officer, The First National Bank of Birmingham, Alabama 


LL OF THE STATES OF THE UNION 
'. \poael Iowa have adopted special 
legislation authorizing common. trust 
funds, and at the last count, July 9, 
1956, 187 trust institutions of the United 
States, the District of Columbia, Hawaii 
and Canada had established and were 
operating 233 different such funds. 


Of these 173 were discretionary funds, 
of which 157 were described as “not 
limited,” 7 as limited to common stocks, 
3 as limited to bonds, 1 as limited to 
stocks, 1 as limited to, stocks and bonds, 
and 4 as limited to fixed-income invest- 
ments, and 60 were legal funds, of which 
56 were described as “not limited,” 2 as 
limited to bonds, 1 as limited to com- 
mon stocks and | as limited to fixed-in- 
come investments. Of the 173 discretion- 
ary funds, 2 are set up exclusively for 
cemetary trusts and 1 exclusively for 
VA accounts. 


Common Trust Funds for Smaller 
Institutions 


It is somewhat surprising that less 
than 200 banks and trust companies 
actually have common trust funds in 
operation. Most of these are the larger 
institutions. 


Gilbert T. Stephenson made an exam- 
ination* of the size of the trust business 
being done by the 2,976 trust institu- 
tions in the country as of the first of the 
year 1947, He found that only 478 had 
at that time total personal trust property 
of $5 million or more. While the figures 
have not, so far as is known, been 
brought down to date, it is reasonably 
safe to assume that in almost ten years 
of rapid growth in trust business, the 
number of trust institutions with that 
much personal trust property has in- 
creased by several hundred and that to- 
day their total will range from 700 to 
1,000. This number perhaps measures 
the potential of institutions eligible for 
establishment of common trust funds. 


Probably the chief reasons for the re- 
luctance to make use of this fine medium 


From address before Western Regional Trust 
Conference, Salt Lake City, August 24, 1956. 
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for handling smaller trust estates have 
been the fear that common trust funds 
are difficult and expensive to administer, 
the belief that the current condition of 
the investment market is not opportune, 
the existence in smaller communities of 
mortgages, family businesses and other 
investments which produce better yields 
than the securities normally purchased 
for common trust funds, and general 
distrust of any form of collective trust 
investment, 


It may be worth while briefly to ex- 
amine why I believe institutions which 
have considered establishment of com- 
mon trust funds should re-examine their 
position. 


Feared Difficulty of Administration 


Common trust funds should be set up 
carefully and after consultation with 
trustmen who are experienced with them. 
But once put into effect they can be 
handled with no more difficulty than 
any other large trust. The records are 
relatively simple and the benefits to 
beneficiaries and to the fiduciary itself 
are very substantial. 


Inopportune Investment Market 


A difficult investment market is just 
as difficult for the separate investment of 
funds for individually invested trusts as 
it is for a collective fund. Investment 
policy must be geared to investment 
conditions at the time and when stock 
prices are high the investments of a new 
common trust fund must simply be as 
conservative as those in which the fiduci- 
ary would invest the funds of separate 
trusts. To delay the establishment of a 
common trust fund in the hope of find- 
ing a more favorable security market 
may well require an indefinite and un- 
necessary postponement. 


Other Higher-Yielding Investments 


The availability in some communities 
of high-yielding local investments is a 
more logical reason for pause. Yet even 





*Trust Bulletin, April 1948 and Trusts AND Es- 
TATES, March 1948, p. 206. 


here the advantage of diversification 
possible in a larger common trust fund 
would seem to justify its establishment 
in many cases. It is possible, for ex. 
ample, to place mortgages in a common 
trust fund and this has actually been 
done successfully by a number of insti- 
tutions. There will be available in al- 
most every trust institution of any sub- 
stantial size enough smaller trusts seek- 
ing more or less conventional security 
investment to justify establishing a com- 
mon trust fund. 


Distrust of Collective Investment 


The experience of corporate trustees 
with pooled mortgages and other forms 
of collective trust investment in depres- 
sion days and prior to the adoption of 
Section 17 of Regulation F was not on 
the whole satisfactory. Many trustmen 
who remember those days may still be 
sceptical. Analysis of that earlier experi- 
ence should reveal, however, that the 
difficulties were not because of the un- 
soundness of the basic principle of di- 
versification and sharing of risk at the 
heart of any collective investment plan. 
The difficulties were because the methods 
then utilized were largely without sanc- 
tion of law or of regulation, and because 
in most cases they failed to provide the 
authority and machinery necessary for 
dealing with investments collectively 
held in cases of siringency. 


Today trust institutions have the au- 
thority of Congress, the state legislatures 
and the Board of Governors of the Fed- 
eral Reserve System for the establish- 
ment of common trust funds. They have 
the record of a favorable experience 
with trust funds extending 
over almost 20 years. While the ultimate 
test may have to await the next major 
cataclysm in the investment markets, 
there seems every reason to believe that 
common trust funds and their partici 
pating trusts will weather such an event- 
uality as well as, and probably beitet 
than, smaller trusts which are separaiely 
invested. 


common 
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Survey of Conditions Justifying 
Establishment 


lt is easy to make a survey in any 
trust institution to determine whether 
a common trust fund should prove de- 
sirable. Trusts should be listed whose 
investment powers would permit their 
participation. It should then be decided 
whether or not there are on the books 
and in prospect a sufficient number of 
trusts having a bona fide fiduciary pur- 
warrant establishment of a 
fund advantageously for both the estates 
and and the institution itself. 
These can include accounts under the 
$100,000 limit of participation of any 
one trust, as well as larger trusts (per- 
haps containing a going business or 
local securities) a part of which it would 
be desirable to place in. the fund. 

If as a result of this study there would 
be as much as $250,000 of money for 
initial placement in the fund, and if 
secondly there is reasonable assurance 


pose to 


trusts 


that this will grow within a few years, 
and can be maintained at a permanent 
minimum of say, $1,000,000, and _ if, 
thirdly, the trust institution possesses, 
or has available to it, an investment or- 
ganization with experience and skill in 
buying, supervising and selling securi- 
ties. then there is enough in my opinion 
to warrant getting started. The universal 
experience of trust institutions which 
have common trust funds, in the divers- 
ity and soundness of investment they 
offer their participating trusts, and in 
the economy and efficiency of operation 
they afford the fiduciary, has been ex- 
tremely favorable and provides an ex- 
ample which other institutions may fol- 
low with confidence. 


Agency Accounts 


Section 17 of Regulation F as now 


constituted limits the use of common 


trust funds to “cash balances received 
or held by a bank in its capacity as 
trustee, executor, administrator or 
guardian.” Funds held by a bank as 
agent are not eligible. Many such agen- 
cies are of temporary character and 
should not participate in common trusl 
fund investment. It would probably be 
unwise to open common trust funds to 
agencies for individuals or for other 
banks, But there are many educational 
ins! itutions, charitable and 
other truly eleemosynary organizations, 
wich have small investment funds of 
Various kinds which they have no ade- 
quate personnel or machinery for hand- 
line and which they tend to place with 
thy banks of their communities for in- 
ve-iment and safekeeping. 


churches, 
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Many of these funds are endowment 
funds, or special trust funds, to be held 
indefinitely, and which, when placed in 
agency accounts with banks, have most 
of the characteristics associated with 
actual trust accounts now eligible for 
common trust fund investment. They 
would greatly benefit from the invest- 
ment advantages afforded by common 
trust funds. 


Early in 1953, members of the Com- 
mittee on Common Trust Funds sug- 
gested to representatives of the Board 
of Governors of the Federal Reserve 
System the desirability of amending 
Regulation F to authorize investment of 


funds of such agency accounts for chari- 
table institutions. The representatives of 
the Board were sympathetic with the 
suggestion but quite naturally raised the 
question of the extent of such charitable 
funds which would benefit from such an 
amendment. Accordingly, on June 8, 
1953, the Trust Division sent out a 
questionnaire to 105 trust institutions 
then operating common trust funds, ask- 
ing whether or not they favored the pro- 
posed change in Regulation F and the 
extent to which they then held or could 
reasonably expect to hold agencies for 
such charitable organization. Replies 
were received from 85 trust institutions, 
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the great majority favoring the pro- 
posed change. They estimated $44,463.,- 
000 of funds of such agencies then be- 
ing handled by them, which would be 
eligible for investment in their common 
trust funds should the amendment be- 
come effective. 


The Committee on Common Trust 
Funds, acting with the approval of the 
Executive Committee of the Trust Di- 
vision, has therefore requested the Board 
of Governors of the Federal Reserve 
System to amend Section 17 of Regula- 
tion F so as to make eligible for com- 
mon trust fund investment moneys held 
by a bank “as agent for a charitable, 
educational, religious or other similar 
organization exempt from income tax 
under Federal law.” Such request has 
been held under advisement by the 
Board more than a year now, but it is 
still hoped some favorable action may 
be taken on it. A corresponding amend- 
ment of Section 584 of the Internal 
Revenue Code of 1954 would be re- 
quired. 


Proposal re Condition of Fund 
as an Entity 


At the same time the Committee pre- 
sented for consideration another amend- 
ment of even greater importance. This 
related to the clarification of the provi- 
sions of Regulation F dealing with en- 
tries and withdrawals to or from a com- 
mon trust fund so as to base eligibility 
upon the condition of the investments 
of the fund as a whole rather than upon 
the condition of every single investment 
in the fund. 


Sub-sections (2) and (6) of sub-sec- 
tion (c) of Section 17 of Regulation F 
now provide in effect that if at any 
valuation date any one of the invest- 
ments held in a common trust fund is 
“unlawful” with respect to any partici- 
pating trust, then no entry or with- 
drawal will be permitted and the trus- 
tee will be required either to sell the 
disqualified item or to segregate it. If 
a common stock passes its dividend for 
a time, does this render the whole com- 
mon trust fund of which it is a part 
inoperative? Must the trustee sell the 
item, probably at a depressed price, as 
the only means of avoiding the even 
more burdensome alternative of segrega- 
tion? 

The Committee on Common Trust 
Funds also submitted this question to 
the banks operating common trust funds. 
By a vote of almost 2 to 1, the banks 
answering the questionnaire were of the 
opinion that the present provision is un- 
duly restrictive and that the eligibility 
of a common trust fund for entry or 
withdrawal should be based upon its 
over-all condition at the time, just as 
every other investment must be consid- 
ered on the basis of the sum of its ad- 
vantages and disadvantages at the time. 
Accordingly, again with the approval of 
the Executive Committee of the Trust 
Division, the Committee on Common 
Trust Funds now has pending with the 
Board of Governors of the Federal Re- 
serve System a request for amendment of 
Regulation F so as to make the test for 
consideration by the Trust Investment 
Committee at the time when it reviews 
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the investments of the fund “the condi- 
tion of the Common Trust Fund” as a 
whole rather than the condition of cach 
single investment held therein. {his 
would in effect treat the common trust 
fund as an entity of investment which 
in fact it is. 


Transfer of Units from 
Terminating Trust 


Another smaller problem with respect 
to administration of common trust funds 
has arisen when a participating trust has 
by its terms ended and the remainder. 
men entitled to distribution of its assets 
have determined to establish a new 
trust with the trustee of the common 
trust fund and have transferred to that 
trustee the units in the common trust 
fund constituting their remainder inter- 
est. Under such circumstances, can the 
remaindermen be charged for tax pur- 
poses with having received the proceeds 
of the units, or can they successfully 
contend that just as they might have 
received some shares of stock as a part 
of their remainder and transferred them 
to a new trust without tax consequences, 
just so they may transfer units in a 
common trust fund? 


The Board of Governors of the Fed- 
eral Reserve System, by a ruling pub- 
lished in the August, 1954 Federal Re- 
serve Bulletin, page 834, has stated that 
such a transfer of common trust fund 
units may be made without the necessity 
for an intervening withdrawal or re- 
demption. The Treasury Department 
first held that such a transaction was 
without tax consequences (I.R.D., Rul- 
ing, December 30, 1954), but on No- 
vember 25, 1955, the department re- 
versed that ruling and held that a tax- 
able gain or loss resulted to the remain- 
dermen at the time of the termination 
of the first trust. The Committee on Con- 
mon Trust Funds has participated in an 
application for reconsideration of the 
reversal ruling which is now pending. 


Taxation of Capital Gains 


Probably the most important problem 
facing common trust funds today is that 
relating to taxation of capital gains re- 
alized on the sale by the trustee of as: 
sets held as a part of the fund. In onl) 
this one substantial respect, still un 
solved, has the common trust fund fail- 
ed so far to measure up to the high 
expectations of its originators. 

The difficulty which has arisen results 
from the fact that a gain realized on the 
sale of an asset of a common trust fund 
is based on the difference between the 
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sales price and the cost of the asset to 
the fund and that because the fund is 
set up to permit participating trusts to 
enter at any of regularly successive 
dates, it is possible and frequently is 
the case that a substantial part, and 
sometimes all, of the gain realized had 
accrued prior to the time when a partic- 
ular trust or trusts entered the fund. The 
consequence of this, particularly after a 
long period of increasing security values 
such as that of the last few years, has 
been that recently entering trusts have 
been in effect buying into a tax liability 
for which in equity they should not be 
responsible. 


The difficulty may be pointed up with 
a simple illustration: A common trust 
fund purchased a block of stock X in 
1950 at a price of 40. As of October 1. 
1955, stock X had risen to a market 
price of 80. On that date Trust A pur- 
chased a participation in the fund. On 
November 1, 1955, stock X was sold 
from the fund at a price of 78, thereby 
realizing a taxable gain of 38 points. 
This gain is taxable under the present 
law to all of the trusts participating in 
the fund at the time the gain was real- 
ized. Hence Trust A is chargeable with 
its part of the 38 point gain even though 
in fact stock X was sold at a price below 
its market value on the date Trust A 
entered the fund. 


Proposed Amendments 


A majority of trustmen who have 
studied this problem are agreed that an 
inequity is here involved which should, 
if practicable, be removed. They are 
also agreed that it could be removed 
through a simple amendment of the In- 
ternal Revenue Code exempting capital 
transactions in a common trust fund, as 
is now the case with qualified employees 
retirement trusts, from tax consequences. 
and postponing the tax realization of 
gains or losses to the time when the 
units in the fund owned by each par- 
ticipating trust are redeemed. The Com- 
mittee on Common Trust Funds has, 
with the approval of the Executive Com- 
mittee of the Trust Division, recom- 
mended an amendment to Section 584 
(c\ of the Internal Revenue Code of 
1954 which would simply provide that 
gains and losses from sales or exchanges 
made from a common trust fund, “shall 
noi be treated as realized capital gains 
or losses for tax purposes either to the 
co nmon trust fund or to any participant 
therein.” 


U>jections to Proposal 


While there is general agreement 
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among trustmen as to the desirability 
of this change, questions have been 
raised by some as to the gravity of the 
inequity and as to the feasibility of ob- 
taining such relief. These questions 
were studied at length by the Committee 
on Common Trust Funds last year and 
its findings were incorporated in a re- 
port made to the Executive Committee 
at its meeting in New York last Febru- 
ary. 

It is pointed out by some that while 
an equity is apparently involved in the 
present taxation treatment of capital 
gains of common trust funds, the par- 
ticipating trust which is the victim of 
it obtains an upward adjustment of the 
cost basis of its units, which on their 
later redemption will result in an off- 
setting advantage that would otherwise 
be lost. In actual practice, however, a 
substantial period of time usually elapses 
before capital gains arising from the sale 
of securities in a common trust are off- 
set by redemption of common trust fund 
units. In the meantime the capital gains 
tax presently imposed because of such a 
sale against a participating trust will 
have the effect of reducing the invest- 
ment value of the trust and the income 
being derived from the trust by its bene- 
ficiaries. When the trust terminates, the 
write-up of the cost basis of the units 
resulting from the sale may enure to the 
benefit of persons other than those who 
will currently suffer this diminution of 
income. 


Trustee’s Annual Exemption 


A second objection to seeking a 
change in the law is that while the in- 
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equity in fact exists, its consequences are 
too small to warrant much concern. 
Those taking this position argue that 
the tax on capital gains may be, and 
usually is, the only item taxable to the 
trustee, that the tax exemption of the 
trustee will usually cover all or a large 
part of the capital gain involved, and 
that under the present law there will 
consequently be a gradual building up 
of the cost basis of the units of the par- 
ticipating trust with little or no current 
tax consequences. This argument ig- 
nores the fact that in most common trust 
funds the participating trusts include a 
substantial proportion of revocable inter 
vivos trusts, where capital gains as well 
as ordinary income are taxable to the 
settlor and where the trustee’s exemp- 
tion is of no value, and that even in the 
case of testamentary and irrevocable 
inter vivos trusts the potentiality of capi- 
tal gains in excess of tax exemptions is 
great. 


The Committee on Common Trust 
Funds undertook last year in this con- 
nection a, study of the history of com- 
mon trust fund operations among 16 
banks in the Massachusetts and New 
York areas and 14 banks in the Middle 
West. This study showed that while few 
reporting trust institutions had shown 
any large capital gains realized from 
sales of common trust fund assets, the 
unrealized gains were very large, reach- 
ing in most cases from a minimum of 
about 40% to a maximum of over 
100%, and that gains on the common 
stock portion of the portfolio involved 
were even greater. 
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Where such a situation exists the 
effect of the inequity in the actual opera- 
tion of a common trust fund may be 
seriously adverse. It is bad psychologi- 
cally to use a device which will afford 
any warrant for talk by settlors of having 
been led into the purchase of a “tax 
liability.” The threat of the inequity 
may in practice induce the Trust In- 
vestment Committee to refuse to permit 
any entries, thereby rendering the fund 
unavailable to new trusts. Much worse 
than either of these is the danger that 
the trust institutions administering funds 
will, consciously or unconsciously, be 
deterred from making sales of securities 
which have greatly risen in value, there- 
by distorting what would otherwise be 
sound investment policy. 


The change in the law suggested 
would not result in loss of revenue to 
the Government and therefore should 
not be resisted by the Treasury Depart- 
ment on this ground. On the termina- 
tion of each participating trust the gain 
or loss accrued on its units would be 
taxable on the basis of the full differ- 
ence between the original cost of the 
units and their value on redemption. 
The average length of participation of 
trusts in a common trust fund is proba- 
bly not over ten to fifteen years so that 
payment of the capital gains tax would 
not be long delayed. The tax law should 
be geared to the fact that the units of 
participating trusts are purchased at a 
price and are redeemed at a price, and 
that it is fair and logical and much more 
easily within the comprehension of set- 
tlors and beneficiaries to figure the tax- 
able gain or loss to them on the differ- 
ence between these two figures, rather 
than upon the basis of the present more 
complicated and frequently inequitable 
method. 


The Committee on Common Trust 
Funds expects to meet this year with the 
Committee on Taxation of the Trust Di- 
vision in an effort to get them to join in 
sponsoring in Congress the amendment 
to section 584(c) of the Internal Reve- 
nue Code of 1954 which would be re- 
quired. It would be helpful if trustmen 
from all over the country would write 
to the Committee commenting on their 
experience with this problem and ex- 
pressing their views. 


Collective Investment of Employee 
Trusts 


Although employee benefit trusts can 
participate in common trust funds if the 
trust institutions having such funds are 
the trustees, the $100,000 limitation and 
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other restrictions of Section 17 of Regu- 
lation F limit the usefulness of this 
method for many employee trusts. This 
has led to a trend in recent years toward 
so-called contract funds for employee 
benefit plans. Effective June 13, 1955, 
the Board of Governors of the Federal 
Reserve System gave formal recognition 
to the need for such dealing with trusts 
of this character by an amendment to 
Section 10(c) of Regulation F. 


This permits of a method, in addition 
to that allowed by Section 17, whereby 
“funds of a trust which forms part of a 
pension, profit sharing, or stock bonus 
plan of an employer for the exclusive 
benefit of his employees or their bene- 
ficiaries and which is exempt from fed- 
eral income taxes under the Internal 
Revenue Code may be invested collec- 
tively with funds of other such pension, 
profit sharing or stock bonus plan trusts, 
if such collective investment is specifical- 
ly authorized by the instrument creating 
the trust or by court order.” In issuing 
this amendment the Board of Governors 
of the Federal Reserve System was care- 
ful to include a footnote particularly 
calling attention to the fact that the spe- 
cial tax status granted common trust 
funds by. Section 584 of the Internal 
Revenue Code of 1954, applied only to 
trusts meeting the requirements of Sec- 
tion 17 of Regulation F. 


The Bureau of Internal Revenue has 
ruled in 1956 (Rev. Rul. 56-267, I.R.B. 
1956-25,17) that “the status of individ- 
ual trusts, which form a part of an em- 
ployer’s pension or profit-sharing plan 
for employees, are ‘qualified’ within the 
meaning of section 401(a) of the In- 
ternal Revenue Code of 1954, and are 
exempt from tax under section 501 (a) 
of that Code, will not be affected by the 
pooling of their funds in a group trust 
created solely for the purpose of provid- 
ing a satisfactory diversification of in- 
vestments for the individual participat- 
ing trusts, provided: 


(1) that such group trust is itself 
adopted as a part of each employer’s 
pension or profit-sharing plan, (2) that 
the group trust instrument expressly 
limits participation to pension and 
profit-sharing trusts which are exempt 
under section 501(a) by reason of quali- 
fying under section 401(a) of the 1954 
Code, (3) that the group trust instru- 
ment prohibits that part of its corpus or 
income which equitably belongs to any 
participating trust from being used for 
or diverted to any purposes other than 
for the exclusive benefit of the employees 
or their beneficiaries who are entitled to 
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benefits under such participating trust, 
(4) that the group trust instrument 
prohibits assignment by a participating 
trust of any part of its equity or inter- 
est in the group trust, and (5) that the 
group trust is created or organized in 
the United States and is maintained at 
all times as a domestic trust in the 
United States. Under such circum. 
stances, the group trust will also con- 
stitute a qualified trust under section 
401(a) of the 1954 Code and will be 
exempt from tax under section 501 (a) 


of that Code.” 


In a still later ruling of the Director 
of the Tax Ruling Division to the Hano- 
ver Bank of New York, dated June 26, 
1956, it has further been ruled that to 
enable the group trust (into which in- 
dividual retirement trusts are pooled) to 
qualify for exemption under section 50] 
(a) of the Internal Revenue Code of 
1954, the instrument governing the 
group trust must provide in terms or as 
a matter of interpretation that both ini- 
tial and continued participation in it 
will at all times be “limited to trusts 
each of which is exempt under Code 
section 501(a) as a ‘qualified trust’ un- 
der Code section 401(a), and that any 
participating trust will be required 
promptly to withdraw . .. if and when 
it ceases to meet any of the requirements 
it had to meet for initial participation.” 


The ruling further provides that if the 
group trust receives a favorable “deter- 
mination letter as to its status under 
sections 401(a) and 501(a) of the 1954 
Code, the amendment of an existing re- 
tirement trust only to the extent of spe- 
cifically authorizing investment in the 
group fund and making the group dec- 
laration of trust a part of the individual 
trust instrument “will not adversely af- 
fect the status under sections 401 (a) 
and 501(a) of the 1954 Code of such 
participating trust and will not, of itself 

. . make it either necessary or advis- 
able for either of the parties to the par- 
ticipating trust agreement to secure a 
new determination letter as to the status 
of such participating trust under such 


sections 401(a) and 501(a).” 


It is important to emphasize that for 
employee trusts to qualify under section 
10(c) of Regulation F they must meet 
certain requirements. They must be 
plans qualified under section 401(a) for 
tax exemption under section 501(a) of 
the Internal Revenue Code. They must 
be expressly authorized by each trust 
agreement or by court order. When put 
into effect they will have certain ad- 
vantages not possessed by common trust 
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funds established under section 17 of 
Regulation F. The trustee of a section 
10(c) fund may accept participation 
not only of pension or profit sharing 
trusts of which it is the trustee but of 
such where it is merely acting as agent 
for the trustee or trustees. There is no 
limitation in a section 10(c) fund on 
the amount of funds of a single pension 
or profit sharing trust which may be 
invested in the fund, or in the propor- 
tion the funds of any single participat- 
ing trust may be of the entire fund, or 
in the percentage any security of the 
fund may be of the entire fund. 


There are apparently no restrictions 
with respect to publicity concerning sec- 
tion 10(c) funds, or with respect to 
promoting such funds as a vehicle of in- 
vestment, though obviously trust insti- 
tutions will and should be governed by 
a high sense of responsibility in admin- 
istering this new vehicle and should fol- 
low the general outline of the restric- 
tions on publicity and promotion which 
the Board of Governors of the Federal 
Reserve System has so wisely put into 
effect with respect to section 17 common 
trust funds. 


Investments of Funds 


Through the annual reports of com- 
mon trust funds made to beneficiaries 
there has developed somewhat wide 
knowledge of the various investments 
which their trustees have made. There 
have been several compilations of all 
these investments, and it is understood 
that the Board of Governors of the Fed- 
eral Reserve System is gathering data 
concerning them and may have at a fu- 
ture date some summarized report avail- 
able to interested trust men. 


Trusts and Estates has published sev- 
eral studies of such investments, the last 
of which appeared in its May, 1956, 
issue. That study, based on reports near- 
est December 31, 1955, showed aggre- 
gate holdings of some 205 common 
trust funds of approximately $1,855,- 
000, with about 70,000 participating 
accounts. It showed in discretionary 
funds U. S. Government bond holdings 
of 16.0%, other governments 1.7%, cor- 
porate bonds 16.7%, preferred stocks 
10.9%, common stocks 53.4%, and cash 
and other investments 1.3%. 


‘he important factor in this invest- 
ment picture, for trustmen generally, is 
that while these statistics do not dis- 
close the investments of particular com- 
mon trust funds or of the institutions 
acininistering them, and do not deal 
with comparative yields or principal ap- 
preciation or depreciation, they do em- 
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phasize the fact that investment policies 
of trust institutions are, as a conse- 
quence of public knowledge of the port- 
folios of common trust funds, much 
more in the public mind than ever be- 
fore. It is therefore highly necessary, 
for the well-being of the trust business 
generally, and for the reputation of in- 
dividual trust institutions in their com- 
munities, that investments made in all 
common trust funds be handled with 
the greatest care and with a view to 
establishing the best possible record of 
performance. Any trust institution not 
equipped, directly or indirectly, to do a 


first-rate investment job, should not un- 
dertake a common trust fund. 


Mortgage Loans for Common 
Trust Funds 


Only a relatively few common trust 
funds held mortgage loans. Aside from 
the difficulty and expense of procuring 
and handling such loans, most common 
fund trustees have avoided this form of 
investment because of their temporary 
default potential. Mortgagors of even 
the best of mortgage loans are frequent- 
ly a few days at least behind in making 
their payments, and there is a substantial 
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hazard that at any particular valuation 
date one or more mortgage loans held in 
a common trust fund may be technically 
in default. Rather than run the risk of 
this, and the possible resulting necessity 
of sale or segregation of such items, 
most common fund trustees have avoid- 
ed mortgage loans altogether. 


It is unfortunate, perhaps, that this 
has been so. Mortgage loans constitute 
in many communities an excellent form 
of investment. It has been suggested that 
Regulation F be amended so that at 
least FHA insured loans and VA guaran- 
teed loans be exempted from its default 
provision. It has further been suggested 
that by administrative ruling or by 
amendment to Regulation F a period of 
grace be allowed with respect to such 
short-term delinquencies in mortgage 
loan payments before they be deemed a 
default requiring sale or segregation. 


It may be appropriate to point out, 
however, that the supervisory authorities 
have generally applied a rule of reason 
with respect to such delinquencies and 
have not criticized treatment of a mort- 
gage only a week or two behind in pay- 
ments as a current item, provided the 
trustee believes it to be a sound invest- 
ment. It is also possible to put grace 
clauses in mortgages which would pre- 
vent a short delay in payment from con- 
stituting a default, or to schedule ma- 
turities so they will all occur at a date 
somewhat earlier than the valuation 
date and will permit of full collections 
in ordinary course before the trustee 
must evaluate the status of every invest- 
ment in the common trust portfolio. 
Trusts created under section 10(c) of 
Regulation F, moreover, are not as such 
affected by the default provisions of 
Section 17, and may thus afford a wholly 
satisfactory medium for mortgage loan 
investment. 


**A Bona Fide Fiduciary Purpose” 


Regulation F expressly restricts the 
use of common trust funds to trusts 
created and being used for a bona fide 
fiduciary purpose and prohibits any 
solicitation of business or advertising 
inconsistent with this requirement. This 
was emphasized by a widely publicized 
statement of policy adopted by the Trust 
Division on February 5, 1945. On March 
17, 1953, the Committee on Common 
Trust Funds directed a letter to all trust 
institutions having common trust funds, 
urging that they not use them for cus- 
tomers desiring merely their investment 
advantages, warning against the use of 
printed forms of “trust” agreement, 
and pointing out that the Federal Re- 


Sew ew £84NRF S24 SR 24 


serve had originally somewhat reluc- 
tantly authorized the investment of 
funds of revocable trusts in common 
trust funds and did so only on ccndi- 
tion that they should be trusts created 
solely for bona fide fiduciary purposes, 
It is highly important, to our standing 
with the Federal Reserve and with Con- 
gress, and to the future of common trust 
funds, that we restrict their use, espe. 
cially in the case of revocable trusts, to 
trusts which are carefully adapted to 
the requirements of a particular situa- 
tion and which need a trustee’s services 
for more than merely the investment 
function. 


This subject of bona fide fiduciary 
purpose and of the publicity that we can 
give to the fact that we have common 
trust funds was discussed with under- 
standing and imagination by George C. 
Barclay before the Mid-Continent Trust 
Conference in 1954.* There is a real 
need in these times for the smaller trust 
and for a means of handling it at a 
tolerable cost. There is a limit to what 
we can spend in acquiring such busi- 
ness. Mr. Barclay’s address contains a 
helpful discussion of particular types of 
revocable trusts, of the use, in confer- 
ences with the attorney drafting a trust 
agreement, of simple forms of invest- 
ment and dispositive provisions, and of 
the controlling importance of a recorded 
determination by the trust investment 
committee, reached only after a careful 
review of the facts in each case, that the 
trust in question does have a bona fide 
fiduciary purpose. As a corollary, all 
publicity given to a common trust fund 
should also make plain the existence of 
this limitation on its use. 


New Edition of Handbook 


The Trust Division is about to pub- 
lish a third edition of the Common Trust 
Fund Handbook. The Committe on Com- 
mon Trust Funds has been working on 
this for more than a year and it is now 
in the hands of the printer. 


*Trust Bulletin 
ESTATES, Nov. 


Nov., 1954 and TRUSTS AND 
1954, p. 1000. 


A Bw 
® Manufacturers Trust Co. has con- 
pleted a merger of its two Discretionary 
Common Trust Funds “A” and “B,” pro- 
ducing a single fund with a present value 
of more than $35,800,000. The combined 
fund has 1,476 participating trusts, the 
average participation being $24,300 per 
trust. 

A A A 
® Bank of New York established a sec- 
ond Discretionary Common Trust Fund 
since publication of the roster in the 
January issue. 
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While you were drinking 
your second cup of coffee 
last evening... 


Continental Illinois’ night staff processed 
7500 cash items 


How long did you linger over your 
second cup last evening? 

Let’s say 15 minutes. 

In that brief time, the Continental IIli- 
nois processed about 7500 cash items. 

Such speed has a real point. 


It means earliest possible presentation. 


It explains why many a check mailed to us in 
the afternoon by banks from coast to coast be- 
comes available funds the following morning. 

We think that’s service. We think it’s 
service that explains why our several thousand 
correspondents agree so heartily that the Con- 
tinental Illinois is the “banker’s bank.” 


CONTINENTAL ILLINOIS NATIONAL BANK 


and Trust Company of Chicago 


LOCK BOX H 


CHICAGO 90 


Member Federal Deposit Insurance Corporation 
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A Selected Few of the CCH Reporters 
for Every Tax Need...Federal or State 


STANDARD FEDERAL TAX REPORTS—New law, old 


law—for the man who must have everything concerning 
federal taxes affecting business and individual tax- 
payers. Week in, week out. the Standard’s informative 
issues rush to subscribers complete details on every twist 
and turn of pertinent federal tax law, as it breaks. Fea- 
tured are authoritative full texts of laws, regulations, 
rulings, court decisions, forms, and related facts and 
information—all éxplained and tied into the over-all 
picture with helpful, understandable editorial comments. 
Current subscription plan includes 7 “bring-you-up-to- 
date” Compilation Volumes and companion Internal 
Revenue Code Volume. 





PAYROLL TAX GUIDE—For dependable, continuing, 
help in handling the payroll problems involved under 
federal income tax withholding, federal social security 
taxes on employers and employees, federal wage and 
hour regulatory provisions, state and local income tax 
withholding, and unemployment insurance contribu- 
tions. Spans the whole workaday world of pertinent 
statutes, rulings, regulations, decisions, returns, forms, 
reports and instructions. No law texts, no regulations— 
instead plain-spoken explanations of “payroll law” 
make everything instantly clear. Encyclopedic Compila- 
tion Volume included. 


“There’s a CCH Topical Law Reporter To Fill 
Every Tax Law Need, Every Business Law Need’ 


FEDERAL TAX GUIDE REPORTS—Edited and produced 
particularly for Tax Men who must stay abreast of un- 
folding developments concerning the federal income 
taxes of the average taxpayer, the ordinary corporation 
or individual. Swift weekly issues provide quick access 


to essential facts and information—changes in statutes, 


amendments, regulations, decisions, official rulings, and 
the like. Subscription includes two loose leaf Compila- 
tion Volumes replete with pertinent law texts, Commit- 
tee Reports, rulings, decisions, explanations, examples, 
charts, tables, check lists. 


STATE TAX REPORTS—Tax Men everywhere welcome 
the special assistance of CCH’s State Tax Reports. Forty- 
eight states and the District of Columbia are each in- 
dividually covered in separate reporting units. Swift, 
accurate, convenient, the informative regular “Reports” 
for each unit keep pertinent state tax facts and informa- 
tion constantly up-to-the-minute. Coverage includes new 
laws, amendments, regulations, rulings, court and ad- 
ministrative decisions, return and report forms—in 
short, everything important and helpful in the sound 
and effective handling of corporate or individual state 
taxes and taxation. One or more loose leaf Reporter 
Volumes for each unit included under subscription at 
no added cost. 





PENSION PLAN GUIDE-—A specialized Reporter for all 
concerned with drafting, qualifying for federal tax ex- 
emption, operating and administering employee-benefit 
plans. Regular releases make clear the what, how and 
why of statutory and practical requirements that shape 
and mold private programs. In addition to profit-sharing 
and pension planning, coverage includes: Group Insur- 
ance Plans, Executive Compensation Plans,. Fringe 
Benefits, Investment of Employee Trust Funds, Pay- 
ment of Benefits, Guaranteed Annual Wages. All ar- 
ranged in one loose leaf Volume. 


SINCLAIR-MURRAY CAPITAL CHANGES REPORTS 
(Produced and published by Sinclair, Murray & Co.. 
Inc. —a wholly-owned subsidiary of Commerce Clearing 
House, Inc.) When capital changes affect income from 
an investment portfolio, how can the Tax Man get the 


facts and information needed for correctly computing: 


gain and loss for federal income tax purposes? In three 
loose leaf Volumes the complete capital changes histories 
of over 12,000 corporations are set forth. Fast, regular 
loose leaf Reports cover federal tax aspects of: stock 
rights, stock dividends, reorganization security ex- 
changes, liquidating distributions, dividends on pre- 
ferred stock redemptions, non-taxable and capital gains 
cash dividends, interest on bonds “traded flat,” amortiz- 
able premium on convertible bonds, and the like. 
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Recent Developments in 


TAXATION Or EMPLOYEE BENEFIT PLANS 


JOSEPH L. SELIGMAN, Jr. 


Pillsbury, Madison & Sutro, San Francisco, California 


INCE I OUTLINED LAST YEAR” SOME 
. of the current developments affect- 
ing qualified retirement plans and the 
changes made by the 1954 Internal Reve- 
nue Code, several rather important de- 
velopments have occurred. 


Prohibited Transactions 


Perhaps the most controversial sub- 
ject then was the introduction of the 
prohibited transaction concept into the 
retirement plan field. A literal interpre- 
tation of section 503(c) of the 1954 
Code would prevent a qualified trust 
from investing in the corporate employ- 
er’s unsecured notes or debentures or the 
subordinated notes of a partnership em- 
ployer even though it has always been 
and still is permissible to invest in the 
employer’s common stock. The crux of 
the controversy involves a definition of 
the term “adequate security,” for the 
new law prohibits a qualified plan from 
lending money to the employer without 
the receipt of reasonable interest and 
adequate security. 


In January proposed regulations were 
issued which, to the dismay of many 
employers and consultants, have adopted 
the literal, narrow interpretation. In sec- 
tion 1.503(c)-1(b) the term “adequate 


' security” is defined as follows: 
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“Something in addition to and sup- 
porting a promise to pay, which is so 
pledged to the organization that it 
may be sold, foreclosed upon, or other- 
wise disposed of in default of repay- 
ment of the ioan, the value and liquid- 
ity of which security is such that it 
May reasonably be anticipated that 
loss of principal or interest will not 
result from the loan.” 


The examples in the regulations make 
it clear that the Treasury interprets “ade- 
quate security” to exclude the employ- 
er’s unsecured notes or debentures or 
the subordinated notes of a partnership- 
employer without regard to the financial 


stability or net worth of the employer. 

Indecd a corporate employer’s note or 

From address at Western Regional Trust Con- 
> ferenx 


, Salt Lake City, August. 
*Sec Nov. ’55 T&E, p. 929. 
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debenture secured by sufficient market 
value of the employer’s stock is not ade- 
quately secured under this view because 
the stock is junior to the note or deben- 
ture. By the same token a convertible 
debenture is said not to be adequately 
secured, but all the while a direct in- 
vestment in the employer’s stock is per- 
mitted. 


At a hearing on the proposed regula- 
tions U. S. Steel Corp. sought changes 
to permit its qualified trust to continue 
to hold the millions of dollars of Steel 
debentures which have been part of the 
trust portfolio for several years. Southern 
Pacific Co. sought permission to use new 
but top quality Southern Pacific deben- 
tures to fund a good share of its liability 
under its relatively new pension plan 
which it has adopted to supplement the 
Railroad Retirement System. American 
Telephone & Telegraph, urged with con- 
vincing logic that no loan was involved 
where its pension trust bought Tele- 
phone Company debentures on the open 
market. 


Since these hearings I have heard no 
word, official or otherwise, as to any 
change in the Service’s position. | would 
guess that the final regulations will not 
be issued this year and when they are 
issued, I do not anticipate any substan- 
tial change in the proposed interpreta- 
tion of adequate security. I think this 
will be a mistake, for I am convinced 
that Congress did not intend to prevent 
large, stable companies from investing 
their pension funds in their own unse- 
cured debentures. I believe it obvious 
that in the 1954 Act Congress desired 
only to prevent an employer from using 
his qualified retirement trust as a source 
of credit where no other credit was 
available to him. 


I would also guess that the Treasury 
will be reluctant to bring a test case 
especially where the unsecured deben- 
tures are bought on the open market. 
If they are not issued by the employer 
directly to the qualified trust, it is dif- 
ficult to spell out the required loan. 


Perhaps this will prove to be the practi- 
cal line of demarcation. If not, legisla- 
tion will be required. Several bills were 
introduced in the last Congress, but 
none was adopted. 


Payment of Employer 
Contributions 


Section 404(a) (6) of the 1954 Code 
extended the time within which an ac- 
crual-basis employer could make a de- 
ductible contribution to a qualified plan. 
If the liability existed at the end of the 
year, the time for payment was extended 
from the 60 days permitted under the 
1939 Code to the due date of filing the 
employer’s income tax return, including 
extensions thereof. Late last year the 
Service, in an unusual show of liberal- 
ity, ruled that payment before the due 
date of the income tax return, but more 
than 60 days after the end of the tax- 
able year, was deductible even though 
the qualified plan specifically required 
payment to be made within the 60-day 
period’. 

Another liberal ruling? in this field 
held that a promise under seal could be 
the corpus of a qualified trust if, under 
local law, such a promise was binding 
without other consideration. This is im- 
portant in those cases where the employ- 
er, in starting a new plan, forgets to 
make even a token deposit before the 
end of the year. Heretofore the Service 
has held that the subsequent contribu- 
tion was not deductible in the original 
year because there was no trust in ex- 
istence at the end of that year. This con- 
clusion rests on the principle that you 
cannot have a trust without a corpus. 


Although the Dejay*® case has cast 
some doubt on the legal validity of the 
reasoning, I would not willingly take 
the gamble. Despite these two liberal 
revenue rulings and the dicta in the 
Dejay case I would strongly recommend 
that a few dollars be put into a new 


1Rev. Rul. 55-670, C.B. 1955-2, 233. 
2Rev. Rul. 55-640, C.B. 1955-2, 231. 


8Dejay Stores v. Ryan (2 Cir. 1956) 229 F. 2d 
867. 
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A complete Trust Service 


in CLEVELAND 


Your requirements for 
ancillary trust services in 
the Great Lakes Area will 
be met efficiently and 
promptly at Central 
National Bank. Our Trust 
Department staff is com- 
petent and experienced in 
handling all phases of per- 
sonal and corporate trust 
matters. 

Please write or call when 
we can serve you in this 
capacity. 


CENTRAL NATIONAL BANK 
of Cleveland 


Cleveland 1, Ohio 


Member Federal Deposit Insurance Corporation 











Provident can call upon 90 
years of trust and banking 
experience while helping to 
solve your problems in the 
Philadelphia area. 
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trust before the end of the year and 
that new and old trusts and plans be 
written or amended so that payment is 
made in accordance with the plan and 
within the period permitted by law. 


Capital Gains 


A third area in which last year’s re- 
marks need modernization involves 
lump-sum distributions from a qualified 
plan which may not be entitled to long- 
term capital gains treatment. Under the 
1939 Code lump-sum distributions were 
entitled to the capital gains treatment 
under section 165(b) only if made from 
a trusteed plan and only if made on ac- 
count of the employee’s termination of 
service. P.S. No. 59* held that capital 
gains treatment was available if the en- 
tire balance due was distributed at ter- 
mination of service even though partial 
withdrawals from the trust had occurred 
before termination. In the 1954 Code 
insured plans were put on a parity with 
trusteed plans and capital gains treat- 
ment was extended to lump-sum distri- 
butions on death after termination of 
service. 


Controversy has occurred in those 
cases in which the Commissioner denies 
that there has been a termination of 
service or alternatively that the lump- 
sum distribution was made on account 
of the employee’s termination of service. 
The Fry’ case supported the Commis- 
sioner and denied capital gains treat- 
ment on the ground that the employee 
did not in fact terminate service; the 
employee retired but continued in the 
same job after retirement calling himself 
an independent contractor. A few months 
ago the Service formalized its position 
in Revenue Ruling 56-214° which spe- 
cifically holds that capital gains treat- 
ment is not available if the employee 
continues to work for his employer. 


The necessity of an actual termination 
of service is also apparent in Revenue 
Ruling 55-2987, involving a qualified 
profit-sharing plan which purchased 
vested annuities for its participants each 
year, There was no cash surrender value 
to these contracts if termination oc- 
curred more than 10 years before nor- 
mal retirement date. Because the plan 
was qualified, there was no taxable in- 
come to the employee on the purchase or 
delivery of the contract to the employee, 
but if the contract was cashed within one 


‘P.S. No. 59 (P-H Pension and Profit Sharing 
Serv., par. 9558). 


*Fry’s Estate v. Comm. (3 Cir. 1953) 205 F. 2d 
517. 


*Rev. Rul. 56-214, I.R.B. 1956-20, 12. 
*Rev. Rul. 55-298, C.B. 1955-1, 394. 


year of the termination of service. the 
employee got capital gains; if after a 
year, it was taxed as ordinary income, 

The new law did not clarify whether 
capital gains treatment applies to the 
lump-sum distribution made on terniina- 
tion of a qualified plan as the result of 
a merger where the employee continues 
to work in the same job for the successor 
corporation. As I noted last year the 
Tax Court in the Glinske® and Miller! 
cases reached contrary results on only 
slightly different facts. A termination of 
the employee’s service was found in Mil. 
ler but not in Glinske. Since that time 
the Miller case has been affirmed by the 
Sixth Circuit®. Very recently the tax. 
payer also won the Martin’’ case, in 
which the Tax Court held that there was 
a separation from service where the em- 
ployer liquidated by transferring all of 
its assets to its parent corporation which 
continued the taxpayer in his former 
job. The Court defined service for this 
purpose to mean “service with the em- 
ployer.” However, in the Oliphint"’ case, 
which the Tax Court decided late in 
1955, the distribution was held to be 
ordinary income because a change in 
stock ownership due to reorganization 
resulting from an antitrust action was 
not thought to be equal to a termina- 
tion of service. 

In the light of these four cases, one 
should proceed with caution, for the law 
is unsettled. The Service, despite the 
Miller and Martin cases, continues to 
assert that termination of service must 
be interpreted as termination with the 
business, not mere termination of the 
formal corporate entity that is the em- 
ployer. 


Contribution Formula 


The House version of the 1954 Code 
had expressly stated that no definite pre- 
determined formula for fixing the em- 
ployer’s contribution under a qualified 
profit - sharing plan was required but 
the Senate deleted this provision. In the 
absence of change in the statutory lan- 
guage the omission in the proposed regu- 
lations was a complete and_ sudden 
reversal of the Commissioner’s position. 
At long last he was apparently accepting 
the doctrine of the three court deci 
sions!” which held that no such require: 








SEdward Joseph Glinske, Jr. (1951) 17 T.C. 562. 

*Mary Miller (1954) 22 T.C. 293, affirmed (¢ Cir. 
1955) 226 F. 2d 618. 

loLester B. Martin (Apr. 17, 1956) 26 T.C. No. 
9, CCH Dec. 21,678. 

“Harry K. Oliphint (1955) 24 T.C. 744, affirmed 
per curiam (5 Cir. 1956) 56-2 USTC, par. 9676. 

12,,incoln Electric Co., ete. v. Comm., (6 Cir 
1951) 190 F. 2d 326; Comm. v. Produce Reporter 
Co. (7 .Cir. 1953) 207 F. 2d 586; E. R. Wegner 
Manufacturing Co. (1952) 18 T.C. 657. 
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ment could be inferred from the 1939 
Code. His abrupt about-face was com- 
pleted in T.D. 61891 which held that the 
definite predetermined formula was no 
longer necessary under section 165(a) 
of the 1939 Code. This decision was fol- 
lowed shortly by Revenue Procedure 
56-22'4 which stated that a new deter- 
mination letter was not necessary and 
need not be requested where such a 
formula was deleted from an existing 
qualified profit-sharing plan. 


So it is now quite clear after 12 years 
of controversy and litigation that a 
definite predetermined formula is not 
legally essential to the qualification of a 
profit-sharing plan under either the 1939 
or 1954 Code. There are many who feel 
that the battle is won and that the issue 
can now be forgotten. This is wishful 
thinking. A number of danger signals, 
both official and informal, have eman- 
ated from the Service and all seem to 
suggest that an employer who omits or 
deletes the definite predetermined for- 
mula from a qualified profit-sharing plan 
does so at his peril. Thus, section 1.401- 
l(b) (1) (ii) of the proposed regulations 
cautions: 

“A plan (whether or not it contains 

a definite predetermined formula for 
determining the profits to be shared 
with the employees) does not qualify 
under Section 401(a) if the contribu- 
tions to the plan are made at such 
times or in such amounts that the 
plan in operation discriminates in 
favor of officers, shareholders, persons 
whose principal duties consist in su- 
pervising the work of other employees, 
or highly compensated employees.” 


In speaking before the Western Pen- 
sion Conference in San Francisco last 
year, Mr. Isidore Goodman called at- 
tention to the implications of this pro- 
vision. He noted that P. S. No. 57, 
which was issued in 1946, states that a 
prior qualification ruling does not apply 
if employer contributions are not made 
in accordance with a definite formula 
provided in the plan. He gave as an ex- 
ample a case where substantial contri- 
butions are made while highly paid 
employees predominate but are discon- 
tinued or made in _ inconsequential 
amounts when others become eligible. 
In this type of situation Mr. Goodman 
sugested that the Commissioner should 
be notified and the case processed as a 
curtailment or.termination of the plan. 
In this connection we should not’ be 


unmindful of Revenue Ruling 55-186'° 


STD. 6189, ILR.B. 1956-29, 58. 
“Rev. Proc. 56-22, I.R.B. 1956-31, 33. 


“PS. No. 57 (P-H Pension and Profit Sharing 
Serv., par. 9556). 


“Rey, Rul. 55-186, C.B. 1955-1, 39. 
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which purports to require all qualified 
plans to contain appropriate provisions 
granting full vesting to any employee 
who terminates while employer contri- 
butions are suspended. 


Another danger where the plan does 
not contain a definite formula is that 
employer contributions made after the 
year end will not be deductible under 
section 404(a) (6) of the 1954 Code if 
the legal liability to make such contri- 
butions did not exist at the year end. 
Revenue Ruling 56-366'* was recently 
issued to call attention to this require- 
ment and to caution that if the legal lia- 
bility is created by amendment before 
the year end, it must, like any other pro- 
vision of a qualified plan, be definite, 
written and communicated to employees. 


In addition to these written warnings, 
I think it fairly clear that the Service 
has not accepted the Lincoln Electric?’ 
doctrine to the extent that it approved a 
one-shot program. In that case the em- 
ployer put a million dollars into a trust 
to be distributed to employees upon cer- 
tain terms and conditions. There was no 
thought of making further contributions 
to this trust. The Sixth Circuit held that 
it nevertheless qualified under section 
165(a), but the Commissioner has never 
accepted this view. Recently, I was told 
by a friend in the national office that if 
another situation like the Lincoln Elec- 
tric case arose today, the Commissioner 
would relitigate it. 


In the light of these considerations, 
I believe it is unwise to adopt a profit- 
sharing plan that does not contain a 


7Rev. Rul. 56-366, I.R.B. 1956-31, 26. 





definite formula or to delete a formula 
from an existing plan. There may be ex- 
ceptional cases in which it is justified 
although I have never found one. 


Pooled Investment 


In the last few years there has been 
tremendous activity in the development 
of arrangements designed to pool the as- 
sets of small trusts to permit greater di- 
versification of investments. In general 
such pooled arrangements are permissi- 
ble if only the investment risk is spread 
out among several employers. Where, 
however, banks have attempted to pool 
mortality experience of several employ- 
ers, difficulties have been encountered. 
I will not discuss these troubles for, in 
the main, they have not been caused by 
the tax laws or the Commissioner. I[n- 
deed the Internal Revenue Service has 
adopted a reasonable and realistic ap- 
proach to pooled funds. Revenue Ruling 
56-267'* declares that qualified plans 
can pool funds in a group trust. 


One interesting sidelight of this devel- 
opment has been the private letter rul- 
ing'® issued by the Service July 6, 1956, 
to Mercantile Trust Co. of St. Louis, 
that the transfer of assets from a quali- 
fied individual trust to a qualified pooled 
or group trust is a sale or exchange re- 
sulting in gain or loss. This gain or loss 
is not subject to tax because both trusts 
are exempt. The important aspect of the 
ruling is that the assets have a stepped- 
up basis in the hands of the pooled trust 
which in these times of high market val- 








SRev. Rul. 56-267, I.R.B. 1956-25, 17. 
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ues may adversely affect the continued 
deductibility of the employer’s future 
contributions. 


Thus, suppose the present actuarial 
liability of a qualified pension plan js 
$1,000,000, and the cost of the securities 
held in the trust is $600.000. The plan 
would have an unfunded actuarial lia. 
bility of $400,000, and employer contri. 
butions would be deductible within the 
limits set forth in section 404 until the 
actuarial liability is fully funded. Hovw. 
ever, if these securities are transferred 
to a pooled or group trust when they 
have a market value of $1,000,000, the 
new value which must be used wipes out 
the unfunded actuarial liability and 
thereby prevents the employer from 
making any further deductible contri- 
butions to the trust. If this ruling is 
good law, and I find it difficult to re. 
fute the logic of its conclusion, then the 
cost and market values of trust assets 
should be carefully reviewed before they 
are transferred from an individual to a 
group trust. 


Cash Withdrawals 


In recent years there has been a very 
noticeable desire to incorporate in quali- 
fied plans provisions permitting some 
form of cash withdrawal during service. 
This trend is especially prevalent among 
employers with qualified profit-sharing 
plans who seek to obtain some of the 
incentive value of an immediate distri- 
bution profit-sharing plan and still re- 
tain funds available for an_ orderly 
retirement program. 


Under the regulations a qualified 
profit-sharing plan must be designed to 
distribute “the funds accumulated under 
the plan after a fixed number of years, 
the attainment of a stated age, or upon 
the prior occurrence of some event such 
as illness, disability, retirement, death, 
or severance of employment.””° A 1954 
ruling?! held that the fixed number of 
years could not be less than two so that 
a qualified plan could not permit an 
employee to withdraw any part of his 
employer’s contribution before two years 
after the date on which it was contrib- 
uted. Shortly thereafter another ruling™ 
held that an employee’s interest would 
be considered to have been made avail- 
able to him within the meaning of sec- 
tion 165(b) at the earliest date upon 
which he could have received a lump- 
sum distribution from the trust. In other 
words, the employee would be consid: 
ered as having constructively received 


20Regs. 118, sec. 39.165-1 (a). 
*1Rev. Rul. 54-231, C.B. 1954-1, 150. 
22Rev. Rul. 54-265, C.B. 1954-2, 239. 
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the distribution on the first date when 
he acquired an unqualified right to 
withdraw it. 


This last ruling was somewhat modi- 
fed by three companion rulings”* issued 
in July of last year, Starting with the 
premise that there is no constructive 
receipt until a participant’s interest is 
unconditionally available to him, the 
first ruling found that it is not uncon- 
ditionally available if there is a sub- 
stantial penalty imposed for withdrawal 
or if the employee must make a prior 
irrevocable election which defers dis- 
tribution to a fixed or determinable 
future time. Ten years was discussed as 
an acceptable period and perhaps some- 
thing less might also be acceptable. 
The second ruling held that there was no 
constructive receipt where withdrawal 
was permitted only in the case of finan- 
cial need proved to the satisfaction of 
the plan’s administrative committee. The 
third ruling approved a plan where a 
participant could before 14 years of 
service irrevocably elect to receive dis- 
tribution after 15 years. 

To avoid the constructive receipt doc- 
irine, some plans permit the employee 
to borrow from the trust an amount not 
exceeding his vested interest. If the loan 
is bona fide, there is of course no income 
and no tax. It is clearly bona fide if 
the employee is expected to repay and 
if interest is charged. However, if loans 
have been made to employees without 
interest and without repayment prior to 
termination of service, the Commissioner 
might well contend that the loan was a 
sham and treat the transaction as a cash 
withdrawal. 


Supplementary Unemployment 
Benefits 


The plans which have thus far evolved 
from the demands of some large unions 
for a guaranteed annual wage are sup- 
plementary unemployment benefit plans 
rather than guaranteed annual wage 
plans. Those that are funded fall into 
two groups usually referred to as the 
auto industry plans and the glass indus- 
try plans. In the former the employer 
makes irrevocable contributions to a 
trust to be held and administered for 
the benefit of all eligible employees to 
provide during periods of layoff income 
in addition to state unemployment in- 
surance. Employees have no vested rights 
in the trust. In the glass industry plans, 
on the other hand, there is a separate 
trust established for each employee in 
which he has a vested and nonforfeit- 


See 


Rev. Rul. 55-423, 55-424, 55-425, C.B. 1955-1, 
41, 42, 43, 
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able beneficial interest. When the bal- 
ance in an employee’s trust gets to $609, 
future employer contributions are cred- 
ited to him as additional vacation pay. 


The administrator of the Fair Labor 
Standards Act has held that employer 
contributions could be excluded from 
regular wages in computing overtime 
rates.*4 While the question is not yet 
fully resolved, I think it safe to assume 
that SUP benefits under both the auto 
and glass type plans will not be con- 
sidered wages which disqualify a laid- 
off employee from receiving state unem- 
ployment insurance benefits.** 

The Revenue Service has 
likewise attempted to facilitate the in- 
troduction of these plans by liberal 
realistic rulings. It first ruled’ that sec- 
tion 404 does not apply to deferred 
compensation plans such as SUP which 
are primarily benefit 
plans. This conclusion permitted the 
Service to avoid section 404(a) (5) 
which would have prohibited a deduc- 
tion of employer contributions under the 
auto plans until the year benefits were 
paid. On reasoning that was somewhat 
strained, the Service was then able to 
permit deduction of the contributions 
when made as ordinary business ex- 
pense. 


Internal 


unemployment 


In Revenue Ruling 56-249°° it was 
held that the benefits paid under these 
plans are not wages subject to F.O.A.B. 
or S.U.1.T. or income tax withholding, 

23See: CCH Pension Plan Guide, par. 
Attorney General rulings. 

Rev. Rul. 56-102, ILR.B. 1956-12, 5. 

**Rev. Rul. 56-249, I.R.B. 1956-24, 110. 
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but are wages for Federal income tax. 
Late last year a special ruling held that 
a qualified profit sharing plan could 
provide supplemental unemployment 
benefits without loss of its qualified 
status under section 401 (a) .** This con- 
clusion does not conflict with its prior 
determination because the primary pur- 
pose of the qualified plan was retire- 
ment not unemployment benefits. 


The Service issued three special tax 
rulings in March of this year.** dealing 
with the glass industry plans. It held that 
the employer’s contributions to each em- 
ployee’s individual trust are wages when 
paid to the trust because of each em- 
ployee’s vested interest and that each 
trust is a separate taxable entity but the 
consolidated fund is a tax-exempt com- 
mon trust fund. 


Based on this analysis, the employer’s 
contribution when made is deductible by 
the employer and taxable as income to 
the employee and also then subject to 
income tax withholding and social se- 
curity taxes. The California Attorney 
General has reached the same conclu- 
sions.** 

The Service has not yet ruled on the 
taxability of the income of a trust under 
an auto type plan. While no paragraph 
of section 501(c) seems directly applic- 
able, it would not take too much stretch- 
ing to grant it tax exempt status. 

Labor’s interest in guaranteed annual 
wages will not diminish. We will see 


2=CCH Pension Pian Guide, par. 16,080. 


°SCCH Pension Plan Guide, par. 16,087, 16,088, 
16,089. 
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many more SUP plans and other varia- 
tions not yet devised. Because I suspect 
that most will be funded and because 
their significant impact is economic, 
bankers should keep in close contact 
with developments in this field. 


Other Funded Plans 


An executive entering into a deferred 
compensation contract with his employer 
often desires to have funds set aside cur- 
rently in a separate trust to insure the 
subsequent payment of amounts that 
will be due him after retirement. This 
can be safely done as far the employer 
is concerned,”® but if the employee is 
given any beneficial or vested interest in 
the trust, he will be the richest man in 
the poorhouse. Recent decisions*’ re- 
publicize this doctrine that was first 
enunciated in 1942 in the Brodie case.*! 
The courts have held that an executive 
is taxable on the entire value of the fund 
in the year it vests in him, even though 
he has no present right to receive it or 
assign it. He must pay the tax now, often 
on a large sum of money, although he 


Rev. Rul. 55-525, C.B. 1955-2, 543. 


%oPeters v. Smith, etc. (E.D. Pa. 1955) 56-1 
USTC, par. 9222; Percy S. Lyon (1954) 23 T.C. 
187; Arthur W. Einstein (1955) 14 T.C.M. 19, 
CCH Dec. 20,814(M); Rev. Rul. 55-691, C.B. 1955- 
2, 21. 


* Renton K. Brodie (1942) 1 T.C. 275. 
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cannot get at the money with which to 
pay the tax. Trustees of such trusts 
should make sure the executive has no 
interest in it and that it is established 
and maintained by the employer en- 
tirely independently of the deferred com- 
pensation contract. 


The battle continues as to whether or 
not benefits paid under a trusteed or 
self-administered sickness benefits or 
wage continuation plan are exempt un- 
der section 22(b) (5) of the 1939 Code. 
In 1952 the Seventh Circuit in the Ep- 
meier case** held for the taxpayer, find- 
ing that benefits paid by the employer 
were paid as compensation “through ac- 
cident or health insurance” within the 
meaning of 22(b)(5). Since that de- 
cision a number of cases have come 
before the courts, many of which have 
refused to follow Epmeier. Unless the 
Supreme Court grants certiorari there 
will be no final answer, for the question 
is rapidly becoming of historical interest 
only. Under section 105(d) of the 1954 
Code, sickness benefits up to $100 a 
week are exempt without regard to 
whether or not the benefits are “insur- 
ance.” 


This statutory change may well make 
trusteed sickness benefit plans more pop- 
ular. The Treasury Regulations under 
sections 104, 105 and 106, which were 
issued in final form last April,®* do not 
seem to create any problems of special 
interest to trustees. A possible adminis- 
trative road block to their increased use 


32Epmeier v. United States (7 Cir. 1952) 199 F. 
2d 508. 

Regs. 1.104-1.106, incl., published as T.D. 6169, 
21 F.R. 2482. 


was removed when the withholding regu. 
lations were issued in final form last 
December.** It is now clear that for 1956 
and thereafter a trustee of such a plan 
need not withhold on sickness benefit 
payments, regardless of their ultimate 
taxability in the hands of the recipient. 


Looking ino the future the biggest 
headache seems to be the Service's con- 
tinuing interpretation of the statutory 
term “employee” to exclude partners 
and self-employed. The Commissioner’s 
refusal to adopt a more liberal, realistic 
definition has created a sharp discrim- 
ination in favor of corporate officers. | 
submit that the common good would be 
enhanced and the orderly development 
of employee benefit plans would be fur- 
thered by an interpretation of the term 
employee based on business and econom- 
ic facts rather than the niceties of the 
old English common law. In the em- 
ployee benefit plan field an employee 
should be any one who works. Such a 
definition should not adversely affect 
the revenues or open any tax loopholes. 
It would eliminate the gross unfairness 
of giving preferred tax treatment to the 
fringe benefits of some who work while 
denying it to others. 





Regs. 31.3401, 31.6001, 31.6051, published as 
T.D. 6155, 20 F.R. 10,097. 


A A A 


@ At the end of 1955 United States 
men and women had accumulated $11 
billion through pension plans insured by 
life insurance companies. This represents 
double the $5.5 billion in reserves at the 
close of 1950.—1956 Life Insurance Fact 
Book. 





Missouri. 


from other states to Missouri. 





First Choice for Trust Service 
in Missouri 


The St. Louis Union Trust Company engages only in the trust busi- 
ness. It does no banking business. It accepts no deposits subject to 
check. It is the largest stockholder of the First National Bank in 
St. Louis, with which it is affiliated. It is the oldest trust company in 


We suggest consideration of our Company for ancillary service in 
Missouri or where recommendations are to be made to people moving 


“Trust Service Exclusively” 


St. Louis Union Trust Company 
ST. LOUIS, MISSOURI 
Affiliated with the First National Bank 








796 


—_— 


TRUSTS AND EsTATES 














ww ra 
NS 


SS 
he 


ile 


11 
by 
its 
he 
ict 





ES 


rennet) 70ers TE a 





TRENDS IN PENSION PLANS 


JOHN V. W. ZAUGG 


Assistant Trust Officer, Bank of California, N. A., San Francisco, Calif. 


LTHOUGH TWO! OF THE THREE RE- 
ew surveys on which this paper 
draws were prepared by agencies of a 
single state and the third? is by a bank 
operating in that same state, they are 
truly representative for the New York 
banks have the bulk of the pension busi- 
ness. As of the end of 1955 these banks 
held $7.5 billion in pension funds con- 
stituting 60°00 of all such trusteed funds 
in the United States. The Bankers Trust 
survey covers approximately four mil- 
lion workers or one third of all employ- 
ees currently covered by pension plans 
of industrial employers. 


Today there are over 31,000 qualified 
plans covering some 13 million persons 
and for which funds of approximately 
$25 billion dollars have been set aside. 
Contributions to such funds are estima- 
ted to be $3 billion annually. Yet there 
is a considerable future growth poten- 
tial. Economists have estimated pension 
assets may very well reach $80 billion 
by 1975. In the so-called “Eleven West- 
ern States” there are over 180,000 firms 
with more than four but less than 20 
employees, 38,000 firms with twenty or 
more employees, 13,000 firms with 50 
or more, and nearly 6,000 firms employ- 
ing over 100.° After making necessary 
allowances for branches of state or na- 
tional firms and for firms that already 
have plans, one can readily see that the 
field is still wide open. If one adds all 
the self-employed who would be eligible 
if the Jenkins-Keough or a similar bill 
ever passes, then the potential is ever 
greater. 

|Here the speaker summarized the 
findings of the Bankers Trust survey 
previously reported in T.&E. See Aug. 
1956, p. 710.] 

\ttempts have been made to meet the 
effects of inflation on retirement income. 


Condensed from address before Western Region- 


al ‘ivust Conference, August 24, 1956. 

*“\ Survey of Fu.ds Held by State and National 
Banks in New York State” conducted by the Su- 
Perintendent of Banks of New York; “A Report 
on Welfare and Pension Funds in New York 
“yu ©,” by Martin S. House, Special Counsel to 

eff 


> * Holz, Superintendent of Insurance of New 


a, Study of Industrial Retirement Plans (1956 
edition)” by Bankers Trust Company. 


‘ounty Business Patterns” published by U. S. 
Chamber of Commerce 1953. 
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Although final pay plans and some 
profit-sharing plans take care of the in- 
flation problem from entry into the plan 
until actual retirement, the most effec- 
tive way to protect the pensioners after 
retirement is through variable annuities. 
The pension payable varies with the 
changes in the value of the fund from 
which these pensions are paid. The best 
example of such a plan is the College 
Retirement Equities Fund which is used 
in conjunction with the Teachers Insur- 
ance and Annuity Association fixed- 
benefit retirement program. This fund, 
into which a member may direct one- 
quarter, one-third or one-half of his 
premium, is invested 100% in common 
stocks. [See Lloyd, “Variable Annuity 
in Action,” March 1956 T.&E., p. 244: 
Johnson, “A Safe Retirement Income?”, 


Jan. 1955, p. 12.] 


A slightly different approach is taken 
in the pension plan of National Airlines, 
revised this April. The benefits under 
this plan are directly tied to the cost of 
living, the company relying on the equity 
portion of the fund to adjust to the in- 
flation or deflation sooner or later. Pay- 
ments into the fund on behalf of each 
employee, called “Units of Pension” are 
adjusted upon that employee's retire- 
ment in the same proportion that the 
“Current Average Cost of Living In- 
dex” (BLS Consumer Price Index 24 
month average) has changed since each 
was first credited to him. In other words, 
at retirement, the value of an employ- 
ee’s accumulated units is brought in line 
with the current cost of living. Once 
retired, the position of each employee 
is checked every six months and if the 
“Current Average Cost of Living Index” 
is more than 59 higher. or more than 
10% lower than the employee’s own 
“Cost of Living Base Figure,” his pen- 
sion will be increased or decreased by 
each additional one per cent. The theory 
behind this plan is that the equity mar- 
ket lags behind or sometimes antici- 
pates the actual cost of living and un- 
less pensions are tied directly to it, 
some employees will get windfalls and 
others will suffer a squeeze. Of course, 
such a plan must have the resources of 
the employer behind it to tide it over 
certain difficult but anticipated periods. 


Some companies such as Caterpillar 
Tractor and National Cash Register 
have made use of split funding. Under 
this method of funding, half (or some 
other portion) of the pension funds is 
placed with an insurance company under 
a deposit administration contract and 
half with a bank — the latter investing 
the majority of its fund in common and 
preferred stocks. The portion with the 
insurance company takes the place of 
the fixed-income element of the port- 
folio. Such a funding procedure appears 
to be a compromise measure suitable 
only in certain cases. 


An important recent development has 
been the establishment by several banks 
of pooled trusts for the investment of 
pension and profit-sharing plan assets 
in a commingled fund. These special tax- 
free trusts, are usually divided into two 
separate funds — one invested in fixed- 
income securities and the other in com- 
mon stocks — thus permitting each par- 
ticipating trust to choose its own debt- 
to-equity ratio. Such pooled trusts en- 
able small plans to enjoy the investment 
diversification usually only available to 
large ones and also permit them to be 
administered on a more economical 
basis. 


It is no longer necessary to get a 
special determination letter (see Reve- 
nue Ruling 56-267). Originally a parti- 
cipating plan could be qualified by the 
Revenue Agent at the situs of the 
“Master Trust” but now such plans 
must be approved locally. Banks with- 
out the large volume of small pension 
and profit-sharing trusts necessary to 
support such a pooled trust, may use 
their common trust funds for such pool- 
ing of investments. 


Recent rulings have cleared up many 
uncertainties occasioned by the drop- 
ping of the former requirement of a 
predetermined contribution formula in 
profit-sharing plans. [See Seligman, 
herein, p. 791. ] 


Some of the large Eastern banks are 
beginning to receive appointments as 
trustees of supplemental unemployment 
benefit plans, and we should be prepared 
when these plans appear in our area. 


Legislation was proposed at the last. 
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session of Congress (SB 3873) which 
would require that all pension, welfare, 
and unemployment benefit plans cover- 
ing 25 or more workers must be regis- 
tered with the Securities and Exchange 
Commission and that for all plans cov- 
ering 100 or more workers detailed re- 
ports must be filed. This bill was not 
passed but it is likely to be reintroduced 
in the next session of Congress. Regu- 
latory legislation along these lines has 
already been passed in New York and 
Washington. 


Obtaining New Pension 
Business 


We in the Western states are in an 
enviable position for we have not be- 
come involved in the competition of 
the East. The major Eastern banks have 
found it necessary to develop large pen- 
sion trust departments that are staffed 
to do payroll analysis work which often 
takes on the proportions of a complete 
actuarial study. We have thus far 
avoided this and there is no reason why 
we should get into it now. Fees are rela- 
tively low on pension business but it is 
attractive business if obtained in sufh- 
cient volume and in many cases worth 
soliciting just to prevent a good corpo- 
rate client from going across the street 
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to a competitor bank for his retirement 
trust. 


In a small bank a pension trust may 
be handled like any other private trust 
and a profit-sharing plan also — especi- 
ally if the company or its accountant 
does the allocation work. On the other 
hand, if a bank is really going to go 
after the business it will be necessary 
to have at least one person in the trust 
department specialize in this field. He 
should be familiar with most existing 
plan patterns, methods of funding, and 
the administration and investment prob- 
lems peculiar to pension and profit-shar- 
ing trusts. This by no means implies that 
he must be a “pension expert” or act as 
a pension consultant. There are many 
bona fide consultants available and they 
should be brought into the picture at 
the earliest opportunity. It is of the ut- 
most importance to develop good rela- 
tions with the pension consultants, mem- 
bers of the bar and accountants, for they 
are all extremely helpful and always 
generous in sharing their specialized 


knowledge. 


One of the first steps to take in going 
after new business is to survey present 
corporate clients, and consult with the 
banking department officers responsible 
for these accounts, for they will form 
the backbone of new-business prospects. 
To this list might be added companies 
which could be considered target ac- 
counts, 


The next step is to have the pension 
specialist call on these companies per- 
sonally as soon as possible. If there is 
no pension plan he can do an educa- 
tional job on the employer outlining the 
reasons why a company should have a 
formal retirement plan and describing 
the various types of pension and profit- 
sharing plans most widely adopted. It 





is often helpful to leave some pension 
literature with the prospect. The most 
important objective of a first interview 
is to let the employer know that the 
bank is interested in handling pension 
trust business and is able to help him. 
Even where a company already has a 
plan, the visit cements relations for the 
commercial side of the bank and what 
is more, this company might very well 
be a logical candidate for a profit-shar. 
ing plan to supplement a rather lean 
pension plan. 


The officers regularly handling corpo. 
ration accounts should be educated as 
to what pension trust services the trust 
department has to offer and should al- 
ways be alert to “bird dog” any pension 
activity. 


A periodic mailing of pension and 
profit-sharing literature is worthwhile. 
but the main emphasis should be on per- 
sonal calls. It is important to let the en- 
tire list know that the bank is interested 
in obtaining this type of business for 
many clients think that only insurance 
companies deal with 


retirement pro- 


grams. 


The insurance companies are waging 
a losing fight. After having the field 
almost to themselves during the “thir- 
ties” and they are finding 
tougher sledding and are changing their 
product to try to maintain their position. 
Nevertheless, the cost advantage due to 
a more favorable tax treatment and the 
far greater flexibility in plan benefits 
and in investment opportunity gives the 
trusteed method of funding an edge that 
accounts for its wide acceptance by the 
leading independent pension consultants. 
After a slow start, trusteed plans now 
cover two-thirds of those persons cov- 
ered by private pension plans in the 
United States. 


“‘forties, 
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Twenty-Point Program for 


Telling Trust Story 


EDWIN McINNIS 


Vice President, Bank of America N.T. & S.A., San Francisco 


HE PUBLIC WILL NOT SEEK OUT 
ie services. We can solicit their 
business, but skilled personal solicita 
tion is so often ineffective by reason of 
the customer’s procrastination, that it 
expends time and money with meager 
results. 


Advertising, therefore, is an essential 
adjunct to trust new business develop- 
ment. Properly directed, advertising can 
carry the trust message to many people 
at one time and make a prospect out of 
a suspect, by pointing out how his prob- 
lems can be solved. Advertising over- 
comes the normal reluctance to disclose 
intimate details of wealth and family 
circumstances. Finally, it can bring a 
customer in, or ready to meet our out- 
side representatives, fairly well informed, 
and often ready to sign up, when we 
show what can be done for him. 


Some form of advertising should be a 
part of the regular pattern for progress 
of every bank with trust powers. Here 
in the West the time to advertise is now, 
with the great growth of population of 
31% in these eleven Western states since 
1946 and an increase in per capita in- 
come of 38%. 


Twenty points we have followed in 
our own program, which are practical 


From address before Western Regional Trust 
Conference, Salt Lake City, August 23, 1956. 


observations not professional principles, 
may be helpful in reviewing any pro- 
ject. They will be discussed in three 
groups: the advertising idea itself; the 
method and manner of carrying it out; 
and some special situations peculiar to 
the trust business. 


1. Is the Idea well Conceived and 


Thought Out? 


A first consideration should be 
whether the program as a whole has real 
possibilities. Is the service to be offered 
profitable—both to you and your cus- 
tomer? Will the method of advertising 
reach a substantial number of prospects 
for this service? 


After you have made preliminary 
plans, take an objective look. Would 
you buy what is being offered? Would 
the message normally come to your at- 
tention? Would you be attracted by it? 
Will it do something for you personally ? 
We like to try out the idea on a few 
friends—not associates, for they might 
not be able to give an impartial opinion. 


Adopt a little cynicism in making the 
tests. The public is interested only when 
some immediate gratification of a per- 
sonal need is offered. Banks have to 
compete for attention with other adver- 
tisers, and sometimes with the very de- 
vice they are using. For example, people 


buy a newspaper to read the editorial 
content and the news, and usually with- 
out wanting to read the ads. If the ad- 
vertiser is after readership, he must 
achieve it by attracting the eye of the 
reader not only as well as the publisher 
but better, and better than the other ad- 
vertisers. No newspaper reader is by 
nature interested in trust business. He 
will read an ad only if it relates to 
him or points out an end product of 
benefit to him. 


The first consideration on any adver- 
tising project is a careful, slow and 
sober evaluation of what we are trying 
to do, what results we want to achieve, 
the wisdom and the profit of it, the 
accessibility of the people we want to 
reach, and finally, the best way to tell 
the story. 


2. Is There a Fresh Approach? 


When you have objectively looked at 
your plans and found them good, it is 
time to consider whether a new or dif- 
ferent approach can be applied to make 
your presentation more attractive—may- 
be a catchy name for an old service. 
Maybe you will find a new method of 
advertising, an entirely new design or 
form of presentation. 


In this attempt you will probably 
have a number of disagreements with 
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your associates and later may wonder 
whether it was worth the effort to can- 
vass for ideas only to have to try to 
work in all the new views and then 
reconcile one with the other. But out of 
such discussions many a brilliant idea 


has been developed. 
3. Will Right People be Reached? 


Give some study to how effective your 
effort will be in reaching the right 
people. If on reexamination you think 
you have discovered a better way, drop 
your first plan and start anew. 


Reaching the right people is_ the 
heart of all development programs—not 
in the sense that folders must be mailed 
directly to wealthy people marked “per- 
sonal,” but rather that the plan have an 
appeal to a more desirable class, even 
though there be a certain amount of 
waste in the process. Admittedly there 
must be a broad distribution of informa- 
tion but specific programs involving tax 
savings, corporate services, retirement 
planning, and investment management 
have an appeal to a special class of 
people who must be reached even though 
others also hear of the service. The im- 
portant thing is to speak to these people 
in a way that will apply to their situa- 
tion and offer them the benefits. 
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Reaching the right people is a point 
to be examined as a continuing process. 
Mailing lists must be constantly revised. 
Copy should be revised on republication 
or reprinting in the light of the response 
previously developed. The medium used 
should be examined, even discarded dur- 
ing the middle of a campaign, if an- 
other seems to offer additional results. 


Inquiries or requests for more in- 
formation or mere expressions of hav- 
ing heard or read of our project, should 
be evaluated during the program. A 
high percentage of attention is fine, but 
investigation may indicate we are reach- 
ing too many of the wrong people. 
Screening for follow-up can be very 
expensive. 


4. Will the Advertising Get 
Attention? 


The next point is whether your pro- 
ject will get attention. Will success de- 
pend on eliminating distractions? The 
newspaper is not the only arena of com- 
petition. All of us have enclosed folders 
with commercial statements; some may 
have selected only certain accounts. Here 
again the customer is probably more 
interested in his balance or the checks 
his wife wrote without notations on 
check stubs. The time and place are not 
usually conducive to serious thought on 
an extraneous subject. 


Many banks distribute novelties, book- 
lets on non-trust subjects, or the latest 
word on income taxes or business law, 
as gestures of good will toward attorneys 
and others. Surely there is a momentary 
appreciation of the sending institution, 
but the question is whether this atten- 
tion will continue for our Department 
and our services during the time that 
the novelty, or study is being used. Such 
types of advertising would need at least 
a very specific and pointed message ac- 
companying the item, to make the con- 





nection with the sender and his services 
clear and apparent. 


Recognizing that there will always be 
competition for attention, make a very 
special effort to find a fresh approach, | 
If you must join with others, try to get 
the best place, the right space, good typo. 
graphy, and to be separated from oihers 
competing in the financial field. Try to 
have your message stand out. 


5. Don’t Offer More Than One 


Service at a Time. 


As a form of advertising, it is doubt. 
ful whether any trust new business can 
be developed from a list of trust services 
over our name. These ads assume the 
reader already knows what the services 
are. If he does, merely repeating the 
name will not show how he will be 
helped. If he doesn’t know the service, 
mere listing does nothing to explain it. 
Such ads only advertise the institution 
by name. 


We can also fail if we try in one 
advertisement or booklet to offer two or 
more related but distinct services, such 
as a Living Trust, a Management Agency 
and a Custody or Safekeeping arrange- 
ment. The distinctions which must be 
made may end in confusion to our audi- 
ence. 


One exception is the forum, where the 
complete story may be told. Radio, too, 
if the program is a continuing one, will 
touch on many ideas, but we try to de- 
vote a series of broadcasts, a week for 
example, to one service. Another excep- 
tion is the booklet or folder designed to 
introduce the Trust Department to our 
bank’s customers. This type of adver- 
tising can be effective in opening for 
many a new field of financial services 
within the same institution. 


6. Is the Best Being Offered? 


A real danger to trust business exists 
in the loss to others of what has been 
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in the past one of our outstanding ser- 
vices — the investment and management 
of property. In all advertising we should 
re-assert our proficiency in this field. In 
many cases we are being relegated to 
the position of a simple custodian or 
a bookkeeper. 


We have learned to live with co-ex 
ecutors, co-trustees, consultants and ad- 
visors, for we may remain the dominan: 
party by reason of legal and banking 
practices. But with trusts, living or testa- 
with investment powers re- 
served to others, or under consultants. 
or as trustee (but in name only) of a 
committee-directed retirement plan, we 
are not exercising the fundamental and 
valuable services which were originally 
the province of corporate fiduciaries. 
Consider, too, how often 
proached to perform some service solely 
because of our efficient office operation. 


mentary 


we are ap- 


We may be contributing to this di- 
minution of our own importance, if in 


our advertising material we use old 
cliches such as “we relieve you of 
troublesome and burdensome details.” 


In all advertising of whatever 
should always offer the best of our ser- 


type we 


vices and stress those services which call 
for our best performance and the great- 
est use of our experience and skill. 


7. Has Brevity Been Achieved? 
Lean toward brevity in every form of 
advertising. Assume the reader or list- 
ener is busier than you are. Say what 
you have to say in few words, but be 
sure you have not left out essential ideas. 
You may tend to drop the ideas that are 
instinctively known to you — perhaps 
least known to the listener and reader. 


8. Grammar and Rhetoric O.K.? 


Write the way you speak, but do both 
within the accepted rules of good Eng- 
lish. Your story comes first, so don’t 
strain at the beginning to observe every 


nice rule of grammar and rhetoric. Cor- 
rect mistakes later, after you have con- 
structed your message. 


Avoid unnecessary hedging, verbosity, 
sentences involved with unnecessary de- 
tails. Keep your story in the proper 
tense, use the exact word. Try the sec- 
ond person singular — the “you” atti- 
tude. Write naturally and you will make 
sense. 


9. Is the Story Clear? 


Then look again. Is the story clear or 
merely a picture of some vague benefit 
the reader has a difficult time applying 
to his own case? This may be the result 
of trying to reconcile the ideas of your 
associates. After any piecemeal recon- 
struction of copy it is usually advisable 
to eliminate the stilted style that may 
result from trying to incorporate every- 
one’s views. 

A Nineteenth Century psychologist 
said, “the more time and attention it 
takes to receive and understand each 
sentence the less time and attention can 
be given to the contained idea, and the 
less vividly will that idea be conceived.” 


10. Has Legal Verbiage Been 
Avoided? 


Re-examine your product for unne- 
cessary legal distinctions. Such precise- 
ness to the public is not necessary. For 
example, in extolling the benefits of a 
Living Trust, the distinctions of revoca- 
bility and irrevocability are of much less 
importance than what the Living Trust 
will do for our customer and his family. 
Avoid truly legal words. Use the best 
substitute in simple basic English. Write 
in such a way that it will never occur 
to you that the approval of your attor- 
neys to your copy may be necessary. 


11. Will Charts and Examples 


Help? 


Maybe what you are trying to explain 
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can be made clear by examples or charts 
worked into your message. Simple situ- 
ations, synthetic cases if real ones are 
not available, allusions to historic fig- 
ures and events, quotations, mottoes, 
slogans and proverbs, all will assist you 
out of what otherwise might be a very 
ponderous approach. 


12. 


Try to work in illustrations, photos or 
drawings, to catch the eye and carry out 
the theme. Much remains to be done in 
this phase of trust advertising. Illustra- 
tions can often bring out to the reader 
and listener the idea of personal gratifi- 
cation, an essential point of all adver- 
tising. Too many books and folders if 
illustrated at all, have nothing but desks 
and people. A new approach is greatly 
needed. 


13. Avoid Technical Ideas. 


Technical 


Will Illustrations Assist? 


ideas such as ways of 
achieving tax savings or changes in law 
or decisions are usually very difficult to 
explain, even when some monetary bene- 
fit can be obtained. None of us will try 
to explain the “five-year throwback” or 
the difference between simple and com- 
plex trusts, but I suppose we are all 
wondering whether we should try our 
hands with short-term trusts. Whenever 
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Veuwly-married 


Vr. Clark’s 


out-of-date will 





Read the case history of 4. Clark * 


Mr. Clark had acquired considerable property before his marriage late in 
life, but after marriage he neglected to make a new Will. 

At his death the Court ruled that his wife could inherit only one-half his 
Property, the other going to his relatives, already well provided for. 

The Court made this distribution in accordance with the strict rules of 
succession and was unable to give effect to the often declared intentions of 
Mr. Clark that his wife should have the whole estate. 


Moral: After marriage it is necessary to have a new Will 
so that your exact wishes will be carried out. 
Have your attorney draw your Will and review it 
. frequently. His skill and experience will insure 
>. that your wishes will be carried out. 

Many attorneys recommend that Bank of 
America be appointed Executor of Wills. Bank 
of America’s long experience provides the most 
efficient adi and estate .g" 

Talk over with your attorney the advantages of 
naming Bank of America. 


Bank of America 


NATIONAL TRV} ASSOCIATION 


amen FENEEAS OEreeiT auennanee eoereestion 
a Name is fictitious. The case, however, is taken from legal archives. 


Typical ad in human interest series. 























we can, we should avoid technical mate: 
rial. 


If we must, we should attempt to give 
examples not of the method as much as 
the result. Reduce the benefit to general- 
ities and suggest that the reader con- 
sult with you or his attorney. Stress 
what it will do for him, your competence 
in helping him to plan and make it 
effective. Don’t try to make tax experts 
out of your readers. 


14. Avoid the Terminology of the 
Trade. 


The general public knows very little 
about our services and perhaps only one 
or two by name. People may have an 
idea of executorships, but think of a 
trust as some savings or support ar- 
rangement. While it will be advantage- 
ous through advertising to offer other 
services, our explanations should start 
with the assumption that the public 
knows very little about them. Words like 
“inter vivos” trusts, “Marital deduc- 
tions,” exemptions and exclusions in es- 
tate and gift taxes should not be used 
in advertising. 


15. Be Fair to Lawyers. 


Little need be said of the importance 
of the lawyer in estate and trust matters, 
and less about the principles of inter- 
dealing effective between trust depart- 
ments and attorneys. But a great deal 
should be said about the importance of 
the legal profession to the trust business 
in the future. 


The complexities of life—the broader 
tax base with higher and higher rates, 
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the public interest in minimizing the tax 
cost in estates, the necessity for techni- 
cal compliance with intricate rules, — 
bring the lawyer into the lives of more 
people more often and at an earlier age. 


Working as we do closely with law- 
yers, be sure that in appropriate adver- 
tising ventures we pay proper tribute 
to the lawyer, recognize his place in the 
financial affairs of the public, and give 
proper credit to his special training and 
experience. We ask our readers and 
listeners to consult with their attorney, 
ask him about using our institution in 
a fiduciary capacity, and follow his ad- 
vice. We have confidence he will be fair 
in evaluating our position in serving his 
clients as a fiduciary. This type of co- 
operation with lawyers will help to clear 
the way for any cooperative advertising 
ventures we may consider undertaking. 
Many of the special state regulations 
which made such programs difficult have 
resulted from past misunderstandings 
with lawyers. 


16. Never Violate Good Taste and 
Dignity. 

No one would knowingly violate the 
accepted rules of good taste, courtesy 
and dignity in advertising, and few have 
ever succumbed to the temptation to cap- 
italize on the embezzlement of funds by 
an individual fiduciary, misapplications 
of funds by a trusted family advisor, 
the escapades of a wastrel son, and all 
such ills that flesh is heir to. All such 
advertising is taboo, as are implications 
on the honesty, judgment, or efficiency 
of others such as realtors or security 
dealers whose occupations may overlap 
ours. On other grounds too, being nega- 
tive ideas, they should be abandoned in 
favor of a positive appeal. 


All campaigns, all copy, should be 
carefully examined on these points. 
Sometimes violations are not readily ap- 
parent. But the history of advertising is 
not without horrible examples where 
good taste was not observed with un- 
fortunate repercussions. 


17. Show How Reader or Listener 
Can Be Helped. 


Examine every proposed piece of ad- 
vertising to see that it creates a desire 
for our service or at least a desire to 
know more about it. Without it we might 
produce just a sort of civic altruism. 
Sometimes that can happen in forums 
where so many different subjects are 
covered. A special effort should be made 
at each session to bring out the idea 
that each person can get some benefit. 


It isn’t enough to get attention alone, 
nor just to do a good job of explaining 
a service the reader never heard of be. 
fore, or didn’t understand. We ust 
show our reader or listener how it will 
help him. Talk about the prospect, his 
family, his problems, his estate, and sug. 
gest as vividly as you can just how 
this new idea will be of value to him. 


In constructing the advertising pro. 
ject, keep out any listing of the steps 
to be taken to get benefits. There is 
little need of going into detail about 
preparation of documents, legal approv- 
als, fees and charges, taking title, and 
so forth in the advertising. These can be 
explained to our reader by his attorney 
or when he comes in. 


18. Extend Cordial Welcome. 


Understanding and desire will not get 
maximum results, unless a hand of 
welcome is extended. A slogan to dis- 
tinguish your institution should not be 





GUIDE TO 


“Telling Our Story Through 
Trust Advertising” 


1. Do you have the complete picture of 
what you're trying to do? 

2. Don’t be afraid of new and fresh ap- 
proaches — 

3. Be sure you're reaching 
people — 


the right 


4. Know what you have to compete with 
for attention — 


5. As a rule, sell only one thing at a 
time — 


6. Concentrate on the best you have to 
offer — 


7. Be brief — 

8. Generally, write the way you speak — 

9. Are you “getting your idea across’? 

10. Avoid legal verbiage and fine techni- 
cal distinctions — 

11. Wherever possible, use charts and ex- 
amples — 

12. If pictures can tell your story, why 
use words? 

13. If you 
idea,” 


can’t simplify a “technical 

skip it — 

14. Talk your prospect’s language, not 
your own — 

15. Be fair to lawyers — 


16. Build yourself up, but 
others down — 


don’t run 


17. Make your prospect feel you can do 
something for him — 

18. Put out the welcome mat — 

19. Can you “follow up”? — For example, 
by offering something your readers 
can send for? 


20. Are you getting your money’s worth? 
If not, go back and start from scratch. 
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considered a substitute for a real warm 
welcome. Abandon forever the old left- 
handed invitation — “no obligation” — 
and find new right-handed phrases that 
will convey that we are sincere and 
eager to have the reader come in and 
meet us, we'll give him uninterrupted 
attention, and show him in very simple 
terms how easy it is to get our personal 
and full assistance. Put out the welcome 
mat, open the door, and have some one 
ready to greet our guests and customers. 


Trust advertising should also avoid 
pictures of main offices, lists of direc- 
tors, total resources, and references to 
the size or extent of the trust depart- 
ment, or the number of estates handled. 
These detract from our effort to extend 
a welcome, and tend to make the ordi- 
nary customer feel insignificant. The 
important thing is not what we have ac- 
complished, but what he can accomplish 
by talking to us. 


19. Follow-Up of Inquiries and 
Requests. 


Some kinds of advertising of the more 
selective type can be arranged to allow 
a follow-up, either to disclose effective- 
ness or to develop actual business. In- 
quiries and expressions of interest are 
fine, but results are what we want. 


Direct mail campaigns often offer a 
master booklet, folders may suggest a 
more complete explanation in a booklet, 
letters to customers with advertising ma- 
terial may imply that later the addressee 
stop at the sending officer’s desk and 
tell how he liked the booklet. All such 
methods of follow-up give us a chance 
to talk individually to the customer and 
to discuss his personal needs. 


Many of us send out estate and tax 
letters periodically, but perhaps have 
never worked out a follow-up effectively 
used by many insurance men. When 
sending out our current issue, we look 
over the names in our mailing list of 
prospects and consider these customers 
in the light of the articles presented, 
later telephoning the prospect, asking 
how he liked the article, and suggesting 
that it may be helpful in his own case. 
Our branch managers are given copies 
of our estate letter, and are also en- 
couraged in our monthly credit report 
to do this type of follow-up which has 
had some surprising results. 


20. Will We Get Our Money’s 
W orth? 


Difficult as it may be to calculate the 
results per dollar spent, we do know that 
for our budget expended in advertising 
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we want attention, interested inquiries, 
new customers, potential estates, and 
business on our books. 


If we get good circulation of a good 
message, an audience of a substantial 
number of good prospects, and have 
carefully considered all the points just 
referred to, I feel we will get our 
money’s worth. We will get some results 
now, but more later. If an alive and 
alert program is sustained year by year, 
with new ideas, new prospects, timely 
and appropriate revision of the old 
material, and opportune use of the newer 
forms of communication, the result is 


bound to be a good volume of sound 
business. 


One way to get our money’s worth is 
to make full use of our advertising 
agencies. They can help find the new 
approach, simplify the story, direct it 
right at your reader showing him how 
he will be helped. If you think the con- 
cepts of your profession are over the 
head of your advertising department or 
your agency, then you really have some- 
thing to worry about. If those who are 
skilled in the art cannot understand, 
think of your customers, unskilled and 
with little native interest in trust services. 
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Letter from 
LIFE INSURANCE COMPANY to 
one of the banks served by Purse: 


“The 
insurance by such centers of 
financial influence as your fine 
institution is not only in the 
public interest but assists our 
underwriters in your area in no 
small degree.” 


A TWO-WAY STREET! 


a multi-billion dollar 


recommendation of life 


Referred business is a two-way street. 
Life underwriters can be developed 
into one of YOUR best sources of 
trust new business. 


Ask for a mail demonstration of 
Purse Company’s special advertising 
program to get —and keep — under- 
writer cooperation in your community. 
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Western Regional Trust Conference Occasion for 


Unique TV Program 


A Trust Division TV show — a pio- 
neer program for trust service — was 
presented over station KSL-TV on Au- 
gust 22 in connection with the Western 
Regional Trust Conference in Salt Lake 
City. 

After an initial brief conversation in 
which three people discuss the difficul- 
ties of friends and relatives who are 
beneficiaries of not-too-well-planned es- 
tates, the MC — Miss Mique Moffatt — 
explained that the typical situations just 
heard can be avoided, and that the sta- 
tion had taken advantage of the Con- 
ference in Salt Lake City io invite three 
men who could “tell us some of the 
things we ought to know, if we want 
to make sure that the family is taken 
care of financially no matter what hap- 
pens to the breadwinner.” The three 
guests then introduced were: “Richard 
P. Chapman of the Merchants National 
Bank of Boston, Massachusetts; Harry 
M. Bardt of the Bank of America in 
San Francisco; and William J. Fitzpat- 
rick of the Walker Bank and Trust 
Company here in Salt Lake City.” 


In the interview that followed, the 
three guests and Miss Moffatt discussed 
in layman’s language the importance of 
wills, the fact that trust service is not 
limited to the very wealthy, and the 
training and experience needed by an 


executor. The flexibility of a trust ar- 
rangement in contrast to life insurance 
monthly payments was pointed out, as 
well as the possibility of corporate fi- 
duciary management of a family busi- 
ness while waiting for a favorable sale, 
or for a son to reach maturity. Living 
trusts were discussed to show that you 
don’t have to “lose control” or wait 
until you die in order to get the benefits 
of trust service. For the lighter touch, 
each guest told a story of Trust service 
“beyond the call of duty.” 


A good example of the non-technical 
language in which the discussion was 
couched can be found in the following 
excerpts explaining how trust depart- 
ment management can prevent an estate 
from falling apart after settlement: 


Chapman — You see, Miss Moffatt, 
the trouble with most estate settle- 
ments is that after the property is 
divided up among the heirs, the people 
who have inherited some of the es- 
tate are thrown out on their own. The 
husband dies, the wife gets a house 
and a block of cash, and in effect she 
is told to manage the property and 
money so that she can live on it the 
rest of her life. But a good many 
women don’t know too much about 
investing money and — although most 
of them are darned good at budgeting 
— it’s hard to make the average es- 
tate stretch out to support a family 
for years and years without some in- 





TELEVISION SHOW PRESENTED BY A.B.A. TRUST DIVISION 


Seene during telecasting of a special TV program on trust services which was presented 
over KSL-TV, Salt Lake City, on Wednesday, August 22. Program was produced by Trust 
Division of American Bankers Association in connection with its Western Regional Trust 
Cenference. Left to right are Mique (Mike) Moffatt, local television personality who acted 
as moderator; William J. Fitzpatrick, vice president and trust officer, Walker Bank and 
Trust Co., Salt Lake City; Harry M. Bardt, vice president and senior trust officer, Bank 
of America N.T. & S.A., San Francisco; and Richard P. Chapman, president of the Trust 
Division and president, Merchants National Bank of Boston. 
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vestments. And, of course, if al: of 
the estate is going to a child for one 
reason or another, then somebody has 
to step in to handle things. The chief 
reason for setting up a trust is to 
make sure the widow and family are 
taken care of year after year — not 
just until the inheritance is used up, 


Moffatt — Well, how do you make 
these arrangements? I assume there’s 
some sort of a contract. 


Chapman — That’s right. You make 
an agreement with a trust institution 
so that, at the time of your death, all 
or part of your estate goes to the 
institution instead of directly to your 
heirs. The trust people invest the es- 
tate so that it provides a continuing 
income to your family. 

This thing is very flexible, Miss 
Moffatt. Someone said before that a 
trust institution’s job is to do as it 
is told, and basically that’s right. ... 


Another example of the informality 
with which the entire program was treat- 
ed comes from the discussion on wills, 
following Miss Moffatt’s question, “How 
can we make sure that our wishes are 
really carried out?” 


Bardt — The answer to that of 
course is to make a will, Miss Moffatt. 
And I can’t emphasize that too much. 
Make a will, make it right, and keep 
it up to date. 


Moffatt — What do you 
“make it right,” Mr. Bardt? 


Bardt — You know, people have 
some very funny ideas about what 
constitutes a will. They think that all 
they have to do is grab a sheet of 
paper, start out by saying “being of 
sound mind,” sign it, and they have 
a will. That isn’t necessarily true. It 
may be a good will or it may not. 
Under some circumstances, a home- 
made will of that sort would be good 
in about 17 states. In the rest of the 
states it wouldn’t stand up at all. 
If you live in any of those other 
states, for all practical purposes, you 
wouldn’t have a will at all. I don’t 
know what the situation is in Utah. 
Perhaps Mr. Fitzpatrick can tell us. 


mean 


Fitzpatrick — It might be good in 
Utah, because our laws recognize a 
handwritten will if it meets the stat- 
utory requirements. However, it cer- 
tainly isn’t advisable. A will is a job 
for a professional who knows the law, 
the tax situation, and such things. 


Moffatt — By that do you mean that 
the trust department of a bank would 
write your will for you, Mr. Fitzpat- 
rick ? 


Fitzpatrick — Oh, no, Miss Moffatt 
although we trust people cer- 
tainly welcome new customers. A will 
should be drawn by a lawyer. In this 
day and age everyone should have a 
family lawyer just like people have 4 
family doctor. No one should wait 
until trouble comes to go looking for 
a lawyer. 
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AIDS FOR SMALLER TRUST 


DEPARTMENTS 


‘NHE MOST IMPORTANT SINGLE PROB- 
lem for smaller trust departments is 
personnel, John D. Hartman, vice presi- 
dent and trust officer of Poudre Valley 
National Bank, Fort Collins, Colo., told 
the Western Regional Trust Conference 
in Salt Lake City last month. By “smaller 
trust departments” he referred to those 
with assets of less than $5 million and 
a very small number of employees. The 
small country bank has to try to find a 
man qualified to do “everything,” he 
said, including the executive, admini- 
strative and clerical duties. He should 
have some knowledge of law and of ac- 
counting and be able to use a typewriter. 
As the department grows, or if the man 
lacks some of these qualifications, part 
time help of commercial department per- 
sonnel can be utilized. 

“Two problems still remain; what will 
the trust officer do with his spare time, 
and what is the bank to do when the 
trust officer is on vacation or ill, dies 
or quits work?” As to the first, he can 
do part time work in the commercial 
department of a nature which will leave 
him free at any time to attend to imme- 
diate trust business. If the trust depart- 
ment is to be built up, he can spend part 
of his time working up new business. 


\s to the second problem, when a 
full time secretary can be employed, she 
can do much of the routine work, re- 
ceiving money, preparing checks for 
other officers to sign, and doing the post- 
ing. If the department cannot yet afford 
a secretary, the trust officer must try to 
anticipate what may happen and rely 
to a great extent upon the cooperation 
of the attorneys for the respective es- 
tates. When a third employee can be 
hired, it is best to get an assistant irust 
oficer rather than an extra secretary. 
He should do a good deal of the cleri- 
cal work, but he should be learning the 
Whole job because either officer will 
need to be able to do whatever is neces- 
sar\ if the other is not available. 


Vhile a trust department may begin 
with the trust officer’s desk located be- 


side the loan officers’, as soon as pos- 
sibie he should have a separate area. 
This will distinguish him from the loan 
ollicers in the minds of the customers. 


Wien the bank can do so, the trust de- 
partment should be given quarters of 
sui'able dignity to show the customer 
that it is considered important. 
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Most of the problems that plague the 
small department trust officer have to 
do with operations, Mr. Hartman said. 
He advocated machine posting—his de- 
partment’s records have been kept that 
way since assets were less than $100,000 
—and a machine can be used which 
will serve for posting the bank’s general 
books as well. Mr. Hartman described 
in detail the methods in use in his de- 
partment for bookkeeping, reports, tick- 
ler, vault control and tax returns. One 
of the difficulties is the available time 
of the trust officer, since “one charac- 
teristic of a small trust department is 
that the trust officer either has too much 
time or does not have enough.” 

Fees, which were adopted some years 
ago from the schedule of the clearing 
house banks in Denver, have not been 
increased by Mr. Hartman’s department 
because “the one big objection to a 
corporate fiduciary in our small com- 
munity is that it costs more than it does 
to use an attorney or a member of the 
family. In Colorado, attorneys can draw 
only one fee and cannot be paid for 
acting in both capacities, so they gener- 
ally do not want to be named as fiduci- 
ary except to save the estate expense.” 
The speaker said he never had been able 
to arrive at a fee schedule for settling 
estates “which seems to be fair,” since 
takes time 
than a much larger one, but of course 
cannot pay a larger fee than the large 
estate. His department, however, never 


a small estate often more 


declines an estate or trust merely be- 
cause it is too small. They consider it 
good advertising. 


Trust assets of the speaker’s depart- 
ment are invested roughly 10% in real 
estate, 35% in notes, 31% in 
17% in stocks, 4% 
3% cash. For morigages they make their 
own loans rather than buy them from 
somebody else. For investment advice 


bonds, 
miscellaneous and 


the services of one of the large invest- 
ment counsellors are retained, and in 
addition once or twice a year the list is 
submitted for comment to a big city 
correspondent and to a Denver bond 
house. 


It is a problem to keep the funds 
fully invested, the speaker said, especi- 
ally since there are so many monthly 
payment mortgages. A trial balance 
every three or four weeks, as time per- 
mits, keeps the trust officer informed 


of the amount of cash balances, but the 
matter of maintaining full investment 
might make it desirable for the small 
trust department to establish a common 
trust fund. Mr. Hartman said he had 
formerly considered this one of the 
activities too complicated for a small 
department, but now will give the mat- 
ter serious consideration. 


Practically all of the trust business 
which has come to his institution has 
come through attorneys, the speaker 
stated. The department as a matter of 
policy retains the attorney who was in- 
strumental in having the bank named, 
and in making recommendations tries 
not to favor one over another and never 
recommends the bank’s own attorneys. 
This policy, which it makes known to 
local lawyers, has the approval of the 
bank’s attorneys, both of whom are 
stockholders, one being also a director. 

The bank’s nine directors are all in- 
terested in the trust department and 
most of them have named the bank in 
their will in some capacity. The minutes 
of the trust committee meetings for the 
preceding month are read verbatim at 
each directors’ meeting, and all but 
three of the directors work actively on 
either the trust investment committee or 
the trust examining committee. Both 
employees and stockholders are kept in- 
formed about the trust department by 
the trust officer, and a good part of the 
business has come from stockholders. 


The matter of advertising and solici- 
tation of new business is a major prob- 
lem in any small department. Some 
newspaper advertising and the use of 
direct mail were advocated by the 
speaker, as well as talks before clubs 
and organizations, which, he said, had 
“produced results” in his case. “The 
most important single problem . . . is 
to convince people that the services 
which the trust department can render 
are worth paying for. . . It can be done 
if the bank will put the thought of ser- 
vice ahead of the question of fees. A 
satisfied customer in a small town is the 
best advertising one can possibly get.” 


A A A 


@ Thirty students will be able to attend 
Southern Methodist University this year 
as the first beneficiaries under a scholar- 
ship set up by the will of the late Walter 
B. Williams, Dallas banker and business- 
man. Ben H. Wooten, president of the 
First National Bank of Dallas, which is 
trustee, advised that income from the 
fund hereafter will provide full tuition 
and an allowance for books and supplies 
for eight students annually. 
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The crude oil that enters the four giant Cities Service 
refineries such as this, graduates into over 400 dif- 
ferent Cities Service products ... each as fine and im- 
proved as the ultramodern facilities that make them. 

Here, then, is one of the big reasons why sales of 
Cities Service products have soared to an all-time 
high! 

But it is far from the only reason. For this huge 


vial 


sales increase represents a dynamic expansion now 
under way in all phases of Cities Service operation: 
exploration, production, refining, marketing, and 
research. 

And the end result of this bustling activity? You’ll 
be seeing it soon in new and better petroleum prod- 
ucts, new and bigger sales records for Cities Service 

. a leader in petroleum progress. 


CITIES @) SERVICE 


Progress through Service 
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Bonps Sac ON MONEY SQUEEZE 


Normally a month of inactivity with 
little or no change in bond markets, 
August 1956 was quite different with 
prices drifting to levels near the lows 
of the last 20 years. The demand for 
money placed considerable strain on 
the markets, with depressed prices and 
higher yields. Whether this trend will 
continue is problematical but, if past 
patterns are a good criterion, prospec- 
tive post-Labor Day loan demands may 
ageravate the condition further. 


There should be no doubt that bond 
markets have had a major setback. In 
many recent sales of prime corporate 
credits, the decline since the early part 
of the year has been approximately 90 
basis points, equivalent to approximate- 
ly 10% on average. Banks to all intents 
and purposes are “rationing” money 
and are very selective in making loans. 
To increase the supply of loanable funds 
banks have been sellers of some of 
their holdings of Government bonds 
which acts to depress prices and raise in- 
terest rates generally, as weakness in 
Governments naturally causes adjust- 
ments in other markets. 


Everybody wants to borrow, conse- 
quently the major problem at this time 
is where to get the money. It is the 
wriler’s opinion that sufficient money is 
available to maintain the current level 
of our economy, but if we are headed 
for a period of another inflationary 
whirl money will cost more. It is up to 
the Federal Reserve to determine wheth- 
er the latter premise is in the wind; 
if so, they could continue to place fur- 
ther restrictions on credit without funda- 
mentally impairing the economy. Re- 
ceni action in raising the discount rate 
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. Trade Winds .. 
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to 3% is similar to what took place 
earlier in the year when they followed 
rather than led. At no time has the 
Federal Reserve even hinted that money 
would not be available but rather has 
indirectly emphasized that its cost 
might be higher in order to discourage 
borrowings for non-essential purposes. 
That money will continue to be tight 
before it is easier would be logical and 
this condition may prevail at least for 
the balance of the year. Rise in the 
prime rate from 3%4% to 4% accents 
the intensity of the money squeeze. 
The market on Governments has 
moved close to the 1953 lows, in fact 
issues created since that time have hit 
new low ground. The 214s of December 
1972-67 are only approximately one 
point above the all-time low and in 
other cases certain issues yield close to 
3.5%, about as high as the writer can 
remember in over 20 years. From pres- 
ent indications the market may continue 
to show irregularity and possibly be 
subject to further pressure, as yields are 
still out of line compared to quality 
corporate issues. Until the Federal Re- 
serve changes its policy, which does not 
seem feasible in light of acute demand 


for money, the Government market 
could easily show further weakness al- 
though we may be soon reaching a 


point which could be considered a base. 
The market may be approaching a cli- 
mactic stage which, if it occurs, might 
arrest further decline. To investors 
willing to risk the possibility of moder- 
ately lower levels, the long term non- 
callable 3s and the 214s of November 
1961 seem to offer considerable attrac- 
tion at about 3.25% and 3.50% respec- 
tively. Recent sale of bills were at the 
highest yield since the bank holiday in 
March 1933, which gives further indi- 
cation of the inflationary pressure on 
the money supply. 


The tax-exempt market has also been 
under pressure, influenced mainly by 
the sharp weakness in Governments. 
The pressure, however, has not been 
as great as in the corporate market with 
investor interest reasonably good as 
represented by prices paid for recent 
issues. It is the writer’s opinion that the 
tax-exempt market could perform bet- 
ter in comparison with Government and 
corporate markets, mainly because net 


.. Portfolio Studies ... Funds Index . 


. Reports 





return to taxable investors is substanti- 
ally greater, thus cushioning further se- 
vere decline. While markets could con- 
tinue to show further weakness, mainly 
because volume may increase, still one 
can see somewhat of a floor. In light of 
this any retreat from present low levels 
could be orderly, consequently, gener- 
ally speaking, prime tax-free obligations 
could be nearing a buying range. 


The corporate market, comparatively 
speaking, has been under more pressure 
than other sectors. Recent sales of prime 
issues have been at yields higher than 
any time within the past 20 years. Offer- 
ing of AAA Consumers Power and AA 
Pacific Telephone bonds may establish 
a pattern for a while to come for quality 
issues, the discount, from going markets, 
placed on both issues was just more than 
liberal. Perhaps those with funds to in- 
vest may use present yields as their base 
for operations over the coming period. 
With market possibly established at 
these new levels money normally placed 
in mortgages may be diverted and a 
portion find its way into the corporate 
market. If so, perhaps supply and de- 
mand may come more into balance. It 
is too early to state that this is a buying 
area, as many intangibles could cause 
further weakness, but it seems reason- 
able to assume that long-term investors 
could not go too far wrong if they in- 
vested monies in AAA obligations 
around 4.25% and A obligations around 
4.50%. These are cited only as potential 
levels which may be reached before a 
degree of stability appears. 


In summary, bond markets may come 
under further pressure but investors 
should not anticipate much more of a 
decline. A base around present levels 
might be logical although on occasion 
violated on new issues, depending on 
size and other factors. Long-term in- 
vestors such as trustees and pension 
funds are in an enviable position to in- 
vest new monies at rates substantially 
higher than the average over the past 
decade. The pessimistic attitude preval- 
ent at this time could easily change, but 
any appraisal of future bond markets at 
best is hazardous, especially from a 
short-term viewpoint, although it is 
conceivable that if the rise in the dis- 
count rate seriously pinches the economy 
or general business, the Federal Reserve 
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could ease credit by allowing a reduc- 
tion in bank reserve requirements. This 
latter action is only a possibility and 
should not occur until tightness becomes 
acute. If by chance reserve requirements 
should be lowered, it would be natural 
to expect a degree of strength in bond 
markets generally. 


JouHn P. GOURVILLE 


PAINE, WEBBER, JACKSON 
& CURTIS 


Meat Packinc-INDUSTRY 

IN EVOLUTION 

Because of its dismal history, the 
meat packing industry is largely neglect- 
ed by the professional security analyst 
and the conservative investor. Still, it is 
one of the most important of U. S. in- 
dustries and there have been recent de- 
velopments and trends which, on_bal- 
ance, may represent a basic improve- 
ment in this marginal, highly erratic 
business. 


As for the importance of meat in our 
economy, statistics are clear: the U. S. 
is one of the major world producers 
and consumers, accounting for about a 
third of estimated world production and 
about 45% of Free-World production. 
It is safe to assume that sufficient meat 
for a population of 200 million can be 
raised on our one million or more acres 
of farm land, particularly with increas- 
ing diversion of land from surplus crops, 
particularly cotton. Almost five out of 
the nation’s six million farmers produce 
some meat, accounting for over 30%, 
the largest single item, of the average 
farmer’s cash income. The packers had 
gross product shipment of $11.3 billion 
in 1954. Last year the two largest pack- 
ers, Swift and Armour, ranked 7th and 
9th among U. S. industrial corporations, 
with net sales of $2.4 and $1.97 billion, 
respectively, and many of the “smaller” 
packers are by the same measure very 
substantial concerns. 


Since meat packing is an essential, 
semi-regulated industry operating under 
extraordinary handicaps, the large dol- 
lar volume of the entire industry is ac- 
companied by very low profit margins 
on average, with an ever-present threat 
of losses in the largest sales items. Ac- 
cording to calculations of the First Na- 
tional City Bank, 14 leading meat pack- 
ers in 1954 had sales of nearly $7 bil- 
lion and net profits of nearly $59 mil- 
lion, or only 0.8 of one cent per sales 
dollar, while 1,764 leading manufac- 
turers in all fields showed an average 
profit of 6.7 cents per sales dollar in the 


$08 


same year. The primary difficulty of the 
business has been — and still is — the 
uncontrollable seasonal and cyclical fluc- 
tuations in supply. While there are indi- 
cations that wide swings in meat supply 
are being moderated and good reasons 
to believe that this trend will continue, 
the problem should be considered peren- 
nial and the major source of improve- 
ment looked for among the packers 
themselves. 


In brief, it appears that management 
has definitely taken an aggressive stand 
in adopting many cost saving efficien- 
cies practiced throughout the business 
world, as well as in exploiting the more 
profitable phases of its business. A de- 
tailed study of many recent develop- 
ments would better suggest the degree 
of improvement that can be expected; 
here our comments are confined to the 
speculative possibilities in a long-term 
upgrading in value of the industry’s 
principal products and by-products. Of 
course, there is a variety of enterprises 
included within the category of “meat 
packing,” and the following thoughts 
are not pertinent to all companies in 
this group. 


Better preservative and _ packaging 
techniques and changes in marketing 
patterns have already gone a long way 
to alter the industry’s basic character 
from that of a supplier of red meat 
which must be distributed and retailed 
quickly and within a limited area, to 
that of a processor of packaged and 
labeled foods which can be stored some- 
what longer in seasons of glut and dis- 
tributed and advertised nationally at all 
times. Perhaps the most telling and fav- 
orable statistics in this regard are pro- 
vided by the Department of Commerce 
survey, which breaks down the industry 
into two categories: meat packing plants 
engaged primarily in slaughtering meat 
to be sold fresh or used in canning and 
curing, and the prepared meat concerns 
engaged primarily in manufacturing 
sausage and meat specialties from pur- 
chased meat. The value added by man- 
ufacture in the meat packing concerns 
derived by subtracting the cost of ma- 
terials from the value of shipments, 
amounted to $1.4 billion in 1954, an 
increase of 43% 1947, while in 
the same period employment increased 
only 6%. Value added by manufacture 
in the prepared meats concerns amount- 
ed to $388 million in 1954, an increase 
of 65% over 1947, while average em- 
ployment in this segment of the indus- 
try increased 12%. In other words, the 
industry is turning out a more valuable 


over 





product and raising its man-hour prod. 
uctivity, particularly in processed foods, 


The major technological changes seen 
in the postwar era have been the ex. 
panded, controlled uses of chemicals and 
modern equipment in meat curing; |et- 
ter chilling and freezing methods result. 
ing in reduced labor and in-plant treat- 
ment time; and the widespread increase 
in modern freezers and coolers in pack- 
ing houses, trucking and rail facilities, 
retail stores and in kitchens. These 
changes along with the growth of super 
markets and self-service (despite coni- 
petition from super markets as_pack- 
agers of meat) have set the stage for 
the emergence of the packer as a pro- 
cessor of foods sold under his 


label. 


The industry is conducting extensive 
research on its old preservative tech- 
niques such as drying and dehydration. 
salting and curing, rapid chilling and 
freezing, cooking and canning, as well 
as new methods through irradiation 
(using cheap radio-active materials) 
and dielectric sterilization (using high 
voltage, high 


own 


frequency electric cur 
rents). Another interesting development 
is the spraying or dipping of red meat 
with aureomycin chlortetracycline; the 
Food and Drug Administration has ap- 
proved this preservative for poultry and 
is studying human tolerance of this 
antibiotic before approving it for other 
meats. In addition, vacuum packaging 
in sealed polyethylene film lengthens 
considerably the storage life of fresh 
and prepared meats. It is difficult to 
predict which one or combination of 
these preservative techniques will gain 
widest acceptance; the advantages and 
efficiencies possible obviously make 
further work in this direction highly 
attractive. 


The second most important develop- 
ment is the increasing large scale divers- 
ification into non-food products which 
are far more complex and _ profitable 
than the traditional by-products. While 


‘the potential in pharmaceuticals now 


appears more limited than anticipated 
earlier, the possibilities for fatty acids 
or oleochemistry are impressive. It 
should be realized that it is only within 
the past ten years that a low-cost con- 
tinuous method of fat splitting, distilling 
and solvent extraction made_ possible 
cheap uniform chemical production 
from animal fats. Tallow, particularly 
since the introduction of synthetic de- 
tergents, has become one of the coun- 
try’s large inexhaustible supplies of low: 


(Continued on page 818) 
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WHAT’S HAPPENING AT GOODYEAR—NO. 4 OF A SERIES 





It’s a well-known fact that more people ride on 
Goodyear tires than any other kind. But did you 
realize that more people walk on Goodyear soles and 
heels than any other brand? 

Goodyear has heen producing soles and heels since 
1900. Our famous Neolite heels and soles. now avail- 
able in more than 70 colors. have revolutionized 
shoe styling. Goodyear shoe products—over 7000 all 
told—go into just about every type of footwear, 
from baby shoes and dainty dancing pumps to special 
protective shoes worn in atomic work. The ingenuity 
of our Shoe Products Division promises many more 


new developments for the future. 
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First in shoe soles as well as tires, Goodyear includes 
in its list of diversified activities the manufacture of 
industrial rubber goods—aircraft and aviation prod- 
ucts—foam products—films and flooring—chemicals 
—metal products and many more. . . each creating 
and producing to meet the needs of ever growing 


markets. 


TODAY... AND TOMORROW 


GOODFYEAR 


THE GREATEST NAME IN RUBBER 


Neolite, an elastomer-resin blend. T.M. ~The Goodyear Tire & Rubber Company, Akron, Ohio 
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Co.LLeces Hoitp Eguitry Positions 


A survey conducted by Trusts AND 
Estates of the investment composition 
of college endowment portfolios shows 
that common stocks continue to hold 
foremost rank in the planning of fund 
managers. As of June 30th, (one as of 
May 3lst) the 30 educational endow- 
ments in the list had total assets of 
nearly $134 billion, of which equities 
averaged 51.8%. If, however, Columbia 
University’s minimal stock position is 
eliminated, the average holding rises to 
53.1%. This means that they held stocks 
valued in the market, save for four in- 
stitutions reporting on a book value 
basis, at a shade above $900 million. 


INSTITUT 


ONAL INVESTMENT 


How do the people responsible for 
these 30 nesteggs feel about these com- 
mon stocks which were strangers to the 
academic investment world until com- 
paratively recent years? Apparently 
there has been no overall inclination to 
bail out as prices have advanced over 
the intervening twelve months since last 
reported (T.&E., July/55, p. 580) and, 
where dividend return and long-term 
prospects continue favorable, market 
fluctuations seem unlikely to have much 
effect. Economic trends as they affect 
industries, areas and values are always 
being appraised by the professionals and 
changes effected when indicated. 


At least five funds pared down their 


stock positions appreciably, while an. 
other reported that emphasis upon this 
category had diminished as compared 
with earlier years. One very large insti- 
tution, although its stock percentage 
rose through market increment, stated 
that its equity position was “adequate,” 
hence all new funds were placed in fixed 
income groups. Apparently good equities 
will continue to hold first rank until 
events force reappraisal of their contri- 
butions to educational investment. 

The University of Virginia holds the 
top equity position at 77.5% while Co. 
lumbia University, heavily commited to 
New York City real estate, ranks at the 
bottom, with stocks representing only 
12.56% of book valuation. Amherst 
College, Brown University, Oberlin Col- 
lege, Swarthmore College and Washing- 
ton and Lee University ranged in the 
over 60° bracket, followed by 13 insti- 
tutions in the popular 50-60% group. 
Seven lodged in the more conservative 
40-50% zone and only two in the 30- 
40% area. 

Bonds and preferred stocks show only 
slight variation from ratios at the end 
of the 1955 year. Due to the narrowed 





DIVERSIFICATION OF COLLEGE ENDOWMENT FUNDS 


Total 
Endowment 
($ millions) 


36.2 
18.3 
30.8 
37.2 
69.8 
30.3 
161.1 
131.6 
99.0 
56.1 
11.3 
10.2 
78.7 
38.9 
54.2 
119.6 
15.9 
121.5 
25.0 
58.8 
16.6 
12.9 
37.9 
52.4 
30.2 
37.8 
ped 
45.3 
27.6 
245.5 


Institution 


Amherst 

Bowdoin 
Ras ae See 
eC SR ce 
California é 
(ESSE ats Sere 
Chicago 

Columbia 

Cornell ; 
Dartmouth 
De Pauw 

OID so 
Johns Hopkins 
jC 
SESSA Se 2 ee 
a 
Pen, 
EES ne See ne ee 
Smith 

Stanford 

Swarthmore 


Tufts 


Vanderbilt __ 

Vassar ; 

A aaa eae ae aor 
Washington-Lee _.._.. 
Wellesley 

Williams —. 

Yale 


Total $1,737.8 


7One dated 5/31/56. tMarket value $53.2 million. 


As of June 30, 19567 


Market 
or Pref. 


Book 


Bonds % 


31.81 
42.7 
17.61 
31.8 
38.1 
91.5 
16.9 
19.89 
36.57 
29.17 
40.69 
35.2 
41.5 
44.5 
23.12 
32.9 
37.8 
34.0 
33.1 
40.7 
26.6 
40.8 
14.5 
25.85 
44.9 
18.1* 
17.5 
37.0" 
23.01 
27.8 


Stock % 


3.32 
5.2 
4.16 
10.8 
8.7 
12.2 
5.4 
4.5 
97 
1.31 
5.34 
3.4 
3.6 
10.56 
5.76 
7.0 
3.5 
2.9 
3.5 


60.89 
48.9 
62.27 
51.9 
49.7 
34.5 
54.4 
12.56 
51.29 
57.28 
43.3 
59.6 
48.7 
35.51 
63.6 
59.0 
58.1 
54.6 
93.7 
31.5 
61.6 
57.0 
46.9 
45.86 
41.0 
77.5 
62.2 
59.0 
57.32 
58.5 


Av. 51.80% 


Common 


Stock % 


Comments 


1.98%RE-M 
4% mortgages—2.6% cash 
RE-M 
Principally real estate 
1.6% RE 
M 
RE 
39.77% RE, 23.28% M 
Mortgages, leasebacks & plant 
RE-leasebacks 
RE-M 
M-cash 
RE-M 
8.77% RE 
7.32 RE-Mtg. 


Other % 


3.98 


RE, M, leasebacks, oil royalties 
5.9% plant, 4.2% cash 
Real Estate 
RE-M 


24.5% RE-M 
23.48 19.52% RE-M 
22 
al *Incl. M 
9.6 7.5% M 
0.2 *Incl. cash 
6.37 
7.4 4.9% RE-M 
2.3% oil royalties 
Av. 10.49% 
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spread between short and long-term 
money rates, more short-term positions 
have been assumed. Perhaps the most 
noticeable trend is toward increased 
participation in the various forms of 
real estate investment, in outright rentals, 
leaseback and net lease deals, and mort- 
gages, along with which are found some 
interests in oil royalties. 


BoNDS TO THE FORE 


The less-than-normal yield spread be- 
tween top quality stocks and bonds 
which has existed for many months has 
been accentuated recently by continu- 
ing upward pressures on money rates, 
which culminated last month in a 4% 
prime rate across the country. Bonds 
have plodded along in a corresponding 
downward trend as money costs have 
raised current yields on good-grade cor- 
porates to around 4% and tax exempts 
roughly one per cent less. In spite of the 
fact that stocks are allegedly bought for 
growth and protection against inflation- 
ary forces, an increasing number of pro- 
fessionals and individuals seem inclined 
to hesitate at today’s stock levels in 
favor of closer examination of the de- 
fensive attractions which bonds offer. 
The reasons lie in the naturally opposed 
biases inherent in stock and bond mar- 
kets at the peak of a boom. 


Democratic Party dissenters notwith- 
standing, the country has been and is 
experiencing prosperity. Industrial earn- 
ings and dividends in the first half of 
1956 have held well as compared with 
a year earlier and second half prospects 
continue favorable but a growing body 
of observers are anticipating a profit 
squeeze due to increasing competition 
and costs which cannot be passed on 
to a less avid consuming public. 


Whether this contention is right or 
wrong will be known later on. Also, 
whether the belief that when stock and 
bond yields are nearly neck and neck 
is the time to sell stocks is still valid, 
will be discovered when and if the op- 
portunity has passed. The J/ilinois Busi- 
ness Review (Univ. of Illinois-August/ 
56! holds the opinion that “there may 
never be a better time to switch from 
stocks to bonds” because it is convinced 
that the stock market has been definitely 
vulnerable for more than a year based 
on excessive P/E ratios. It terms the 
stock market structure “a collection of 
mutually supporting instabilities, sus- 
tained by a spurt of unfounded opti- 
mism.” Additionally, the Review feels 
that “there is hardly any prospect that 
earnings and dividends can rise to the 
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extent necessary to firm up the (stock) 
price level.” Upon these arguments, it 
advises switching to bonds for double 
profit, the second profit scheduled to 
come from a rise in bond prices when 
the Federal Reserve institutes a quick 
shift to easier money when and as busi- 
ness weakens. 

It is likewise interesting to note that 
the New York Stock Exchange plans a 
stepped-up educational advertising bud- 
get in which prominence will be given 
to bonds because they have in recent 
months offered an average return almost 
as high as that of the average stock. Is 
this new emphasis on the creditor rela- 
tionship at the expense of partnership 
in American industry merely precaution- 
ary protection for converts to our mar- 
kets or is it indicative of a reversal of 
informed opinion? 

Reverting to the dissenting views of 
stock partisans that stocks of our largest 
and best-managed corporations are pur- 
chased and held for the long pull, with 
income a secondary consideration, it is 
obvious that, excellent as their prospects 
may appear, a large part of the equity 
enthusiasm responds to economic think- 
ing which partakes liberally of the jet- 
propelled earnings school based upon 
projected population growth. In such 


P/E ratios, there seems no allowance 
for less-than-100% operations, the law 
of diminishing returns or the interven- 
tion of unforeseen timetable factors. It 
is understandable that fortunate pur- 
chasers at lower levels of some years ago 
should point to phenomenal capital gains 
in contrast to the shrinkage in capital 
suffered by the consistent bond buyer 
over the last generation but at least the 
prudent investor will sense that now is 
a good time to look around the bond 
counters before buying the flashy stock 
offerings in the show window. 


Historically, money rates have moved 
in cycles of long duration, punctuated 
by periods of sidewise drift and con- 
trary trends. Students of money markets 
generally look upon 1946 as marking the 
last low point in an upward trend which 
has not yet reached a peak. Admitting 
that it is virtually impossible to call such 
turns, still tighter money may lie ahead. 
Therefore, even though slackened_ busi- 
ness activity might bring temporarily 
easier money through Federal Reserve 
action, this may only be a short-lived 
respite in the longer uptrend pattern. In 
such event, the bondholder would be 
forced to make another decision if he 
is to avoid capital depreciation based 
upon advancing money rates. 
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TRUST INVESTMENT 
COUNCIL 


NO GOBBLEDYGOOK... 


JUST ORDINARY, EVERYDAY ENGLISH! 


You don’t need an interpreter at your 
elbow to help you understand the basic, 
factual trust investment data supplied by 
the Studley, Shupert Trust Investment 
Council. It’s written in ordinary, every- 
day English — without hocus-pocus or 
gobbledygook. It’s what you might call 
“shirt sleeve” information, for it’s sound, 
practical, down-to-earth. 

If you are a community bank trust 
officer who is handicapped by insufficient 
experienced manpower — and by insuffi- 
cient investment research facilities — 
you'll be interested in knowing more 
about the Council’s methods. And your 
Directors will be interested in the low 


annual fee that gives you all the privi- 
leges of Council Membership. 

In brief: This is an organization of 
progressive community banks coopera- 
tively sharing the cost of a large staff of 
men and women trained and experienced 
in every phase of investment manage- 
ment. And the services of the staff are 
available to Council Members on a con- 
tinuous basis. Moreover, the services in- 
clude specific, easy-to-understand advice 
and suggestions for meeting Members’ 
individual problems as well as assistance 
with the routine problems which con- 
front every trust officer from day to day. 

Details will be sent you upon request. 


STUDLEY, SHUPERT TRUST INVESTMENT 





TRUST INVESTMEN? 
COUNCIL 


900 PROVIDENT TRUST BLDG., PHILADELPHIA 3, PA. 


COUNCIL 








MOODY’S INVESTORS YIELD TABLES 


Prepared monthly for TRUSTS AND ESTATES by Moody’s Investors Service 
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U. S. Government Yields .........-...... , 
3-Year Taxable Treas. 3.42 3.20 2. 2.90-1.43 1.68-0.90 1.32-1.07 (a) (a) me 
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A Rated Long Term - : . ( 2.85 2.8% 3. 2.7% 3.35-1.72 2.64-1.28 2.49-1.49 3.29-2.11(b) (d) m 
Baa Rated Long Term __............ 3.3 3.2¢ 3.60-3.:2 3.79-1.98 3.05-1.57 2.94-1.80 3.71-2.60(b) (d) pe 
Preferred Stock Yields icuetesncleeis I 
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High Grade ; eis ee B 4.18-3.90 -24-3. 4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 lo 
Mecium Grade —.._........ 4.48 -80-4.49 5.28-4. 5.08-4.14 5.94-4.33 12.73-4.91 8.05-5 di 
Industrials—Low Dividend Series 
High Grade sacicapahbacioasbeiciaieed: ae 3.§ 3.8: 3.71 3.91-3.69 -02-3.48 3.92-3.27 (d) (e) (e) (e) 0: 
Medium Grade eee eet aes a 4 4.1: 4, 4.39-3. 4.20-3.52(d) (e) (e) (e) st 
Utilities—Low Dividend Series , 
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125 Industrials—Div. (g) — 2. $ 5.85 5.85 5.18 5.85-5.72 5.71-4.13 4.44-1.76 1.94-1.52 2.05-0.72 2.53-2.16 (f) e 
125 Industrials—Yields — 3.8% 3.68 3.76 4.08-3.68 6.84-3.63 7.29-3.20 7.71-3.56 10.18-2.59 6.21-3.19 (f) n 
(a)—U. S. Govt. Bond Yields in this series date from Jan. 5, 1943. (e)—Low Dividend Preferred Yield Averages in this series date from be 
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Fantactes IN Trust Investment Poutcy 


“Growth” Stocks — Overdiversification — Rule of Thumb 


RICHARD P. CHAPMAN 


President, Trust Division, American Bankers Association and 
President, The Merchants National Bank of Boston 


HE BURDEN OF MY REMARKS TO THIS 

Conference in 1949 was that oppor- 
tunities were conspicuously lacking in 
all forms of fixed income investment, 
and that common stocks might well be 
allowed to reach 65% of totals in trust 
accounts. In the hind-sight of these more 
optimistic times this advice may seem 
routine enough, but it was rather strong 
meat then. 


My present dilemma is this. I am a 
life-long advocate of substantial common 
stock purchases for trust investment, 
and the basic reasons which have made 
them a desirable investment have not 
changed, even though much higher mar- 
ket prices have made the opportunities 
substantially less attractive. Second, the 
benefits of long-range economic growth 
can be captured by a prudent trustee 
in no other available investment form 
that I know of, and while advantageous 
timing of sales and purchases offers pos- 
sibilities of doing materially better than 
mere retention, the truth is that few of 
us have demonstrated any real skill at 
this kind of investment game where 
you must be right twice. Finally, my 
sanguine temperament does not permit 
me to be pessimistic or bearish for long. 


For these reasons, I find it difficult to 
reverse my point of view on stocks, even 
temporarily. And yet there seem to be 
ample signs calling for caution, be- 
yond those obvious in the level of the 
market itself and in the length of this 
period of prosperity and rising prices. 
| leave close analysis of the business out- 
look to those qualified for it, but I am 
disyuieted by the rising general feeling 
of complacency, common in the later 
staves of all prosperous periods; a com- 
placency evident in rising debt on every 
side, in general anticipation of uninter- 
tuy'ed forward progress on virtually all 
economic fronts, in a belief that govern- 
me;t and monetary authorities can and 
wil! avert any serious depressions. I do 

accept any of these points of view. 


m address before Western Regional Trust 
rence, Salt Lake City, August 23, 1956. 
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Wars and hard times have been the 
lot of man throughout history, and much 
as we would like to eliminate them, the 
underlying causes appear deep-rooted in 
man’s fundamental nature. We may have 
more sophistication in economics, and 
more scientific knowledge, but evidence 
is lacking that we are wiser and abler 
than past generations. Let us then grate- 
fully accept this era as a period of sus- 
tained but not necessarily unending pros- 
perity. 
Equities Now High 

The most I can offer today is to 
briefly up-date my point of view on 
common stock holdings for trusts. | 
could beg the question by saying that 
our real problem is what to do in older 
trusts, where market action has increased 
the proportion of common stocks to 70% 
to 85% in many cases, and where sales 
of stocks to restore some semblance of 
old-fashioned orthodoxy produce unwel- 
come taxes on capital gains. But in 
operating trust departments we always 
have with us the problems of what to do 
with cash and new trusts. 


Investing is a business of comparisons, 
and plainly common stocks are not as 
cheap as in 1949. Then we were buying 
equities partly to improve the income re- 
turns in trusts: now prime equities pro- 
duce a lower return than many good 
bonds. And if the beneficiary is in any 
kind of an income bracket, the compari- 
son of 3% yields available on a wide 
range of acceptable municipal bonds 
with equity yields after taxes is 
startlingly favorable to municipals. A 
much better case can be made for bonds, 
particularly municipal bonds, today than 
in 1949, and in a new all cash trust to 
invest 50% or 55% in common stocks 
would be as far as I would care to go 
immediately. I would put the balance 
in bonds, preponderately longer term 
bonds, although this preference is not 
intended as a forecast of money rates. 
Selectivity is always necessary, but un- 
der prevailing conditions it becomes 
paramount if common stocks are still to 


be bought. The less time and fewer 
facilities available to trust officers for 
persistent and conscientious study of 
stock values, the lower the proportion of 
trust funds that should be so committed 
under prevailing conditions, but since 
common stocks possess valuable charac- 
teristics available in no other investment, 
they should not be passed over. 


Some Investment Policy Fallacies 


I wish to discuss some current points 
of view on trust investment policy with 
which I find myself in disagreement. 
The first is the mechanical application 
of rules or principles of diversification. 
Diversification is not a principle of suc- 
cessful investment; most successful in- 
vestors pay little or no attention to. 
it; they find something they consider 
undervalued and load up. It is a rule, 
rather, of prudence and caution; and it 
is well that we trustees should observe 
it, not merely because it is recognized 
as a desirable rule for trust investment 
by court decisions, but because our 
judgments are fallible and the conse- 
quences of error should be limited when. 
dealing with funds not our own. 


My quarrel here is not with theory 
but with practice. Many trustees seem 
to find virtue in over-diversifying, which 
tends to dilute the quality and effective- 
ness of the list. If 50 securities in an 
average trust are reduced to 30 items, 
they must undergo searching scrutiny 
and pruning. If done at all intelligently, 
the almost certain result is an up-grading 
in average quality. As judicious pruning 
produces a thriftier and healthier tree, 
so will it reinvigorate our trusts. 


Another rather common error is to 
establish a standard dollar unit of in- 
vestment, and then have all investments 
conform rather closely to this pattern. 
Should the dollar investment in duPont 
be no larger than in a company a frac- 
tion of its size, and lacking its broad 
internal diversification? Doesn’t the size 
and broad geographical diversification 
of American Telephone and Telegraph 
justify a different unit investment than 
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UNITED FRUIT 
COMPANY 


229th 
ef Consecutive 
Quarterly Dividend 


A dividend of seventy-five cents 
per share on the capital stock of 
this Company has been declared 
payable Oct. 15, 1956, to share- 
holders of record Sept. 7, 1956. 
EMERY N. LEONARD 
Secretary and Treasurer 





Boston, Mass., August 20, 1956 











INTERNATIONAL 
SHOE 
COMPANY 


St. Louis 


TSQND 
CONSECUTIVE DIVIDEND 
Common Stock 


A quarterly dividend of 60¢ 
per share payable on October 
1, 1956 to stockholders of rec- 
ord at the close of business 
September 14, 1956, was de- 
clared by the Board of Directors. 

ANDREW W. JOHNSON 


Vice-President and Treasurer 


September 4, 1956 
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¥g 
CORPORATION OF AMERICA 
180 Madison Avenue, New York 16, N. Y. 


7 Board of Directors has this day 
declared: the following dividends: 
414% PREFERRED STOCK, SERIES A 
The regular quarterly dividend for 
the current quarter of $1.12% per 
share, payable October 1, 1956, to 
holders of record at the close of busi- 
ness September 7, 1956. 

7% SECOND PREFERRED STOCK 
The regular quarterly dividend for 
the current quarter of $1.75 per share, 
payable October 1, 1956, to holders 
of record at the close of business 
September 7, 1956. 

COMMON STOCK 
12% cents per share Age ps Septem- 
ber 25, 1956, to holders of record at 
the close of business September 7, 
1956. 
R. O. GILBERT 


Secretary 
August 28, 1956. 





a smallish regional utility enterprise? 
Do not the special attractions of the oil 
industry for trust investment justify 
larger per company investment and 
greater total concentration than would 
seem prudent elsewhere? Assuming al- 
ways some absolute ceiling on any one 
new commitment shouldn’t an especially 
attractive opportunity justify a larger 
purchase than another equally intrinsic- 
ally solid but possessing lesser promise? 
If a security seems attractive at curren. 
market, shouldn’t a holding be retained 
intact even if by appreciation in prices it 
has come to represent a larger propor- 
tion of total market value, perhaps con- 
siderably larger, than would be con- 
sidered prudent for a new cash invest- 
ment? I won’t give you answers to these 
questions, because I believe they are 
self-answered. No case has yet been 
brought to my attention where any court 
has taken an unreasonable position on 
the question of undue investment con- 
centration. I suggest that many of us 
could do a more thoughtful and less 
mechanical job by thinking less of 
mathematics and more of broad eco- 
nomics when we develop and apply poli- 
cies of diversification. 


Income Not All-Important 

Another long practiced policy which 
never proves out in the long run is to 
lay chief emphasis on current yield. 
Over-emphasis on immediate income 
boomerangs in two ways. It usually pro- 
duces a poorer capital result, because 
higher yielding securities usually reflect 
less attractive prospects. And in the long 
run it usually produces no higher return 
than from a list where the common 
stocks were selected for good longer 
range dividend prospects. There are 
many exceptions, but as a general rule 
a high dividend return either reflects a 
poor general opinion of the company’s 
prospects or a high dividend pay-out, 
or both. A stock with a low dividend 
pay-out not only represents greater cer- 
tainty of future continuation of the rate, 
but, by reason of plow-back of retained 
earnings, provides a basis for greater 
future earnings and dividends. I am not 
now reciting theory but the lessons of 
hard-earned experience that reaching 
for high current income in a trust fund 
produces only a short-run victory. Even 
where there is great immediate pressure 
for income for elderly beneficiaries, the 
policy is still dubious, for the longevity 
of annuitants is proverbial. 


A third current fallacy was obliquely 
touched upon by Sherwin C. Badger, 
Financial Vice President of the New 
England Mutual Life Insurance Com- 





pany, at the Mid-Winter Trust Confer. 
ence. He pointed out that we tend to 
treat the current price of a security — 
say 62 for General Electric common — 
as though it were a common denomina. 
tor for everyone, whereas it is only 
the true valuation for those buying cur 
rently for cash, or for holders havin 
no tax cost problems. For individuals 
with costs of say 5, 25, 45, or 55, a cur. 
rent market price of 62 represents a dif. 
ferent value for each, after allowing for 
applicable capital gains tax. It has a 
different meaning for various types of 
purchasers, also, depending upon in. 
come tax status and other factors. Be. 
cause it may seem desirable to buy or 
sell General Electric at 62 in certain 
cases does not mean that the same 
reasoning applies in others. In_ other 
words, I note a tendency to over-gener- 
alize, to apply an investment judgment 
across the board without careful scrutiny 
of individual circumstances. I believe in 
the value of broad policies, but we can. 
not expect to do a good management 
job on a wholesale basis, and the appli- 
cation of general policy should be ae. 
count by account so that relevant cir. 
cumstances are not lost from sight. 






















Johns-Manville 


Corporation 
DIV:DEND 


The Board of Direc- 
souns-manvure OFrs declared a quar- 


terly dividend of 50c 
JVI per share on the 
= SS: Common Stock pay- 

able September 7, 
1956, to holders of 
record August 27, 
1956. 








ROGER HACKNEY, Treasurer 

















GENERAL 
PORTLAND 


CEMENT 
COMPANY 





COMMON 
STOCK 
DIVIDEND 


The Board of Directors of General 
Portland Cement Company has this 
day declared a quarterly dividend 
upon its Common Stock of 45 cents 
per share, payable September 29, 
1956 to stockholders of record at 
the close of business on Septem- 
ber 10, 1956. The stock transfer 
books will remain open. 
HOWARD MILLER, 


August 17, 1956 Treasurer 
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INTERNATIONAL MINERALS 
& CHEMICAL CORPORATION 


20 North Wacker Drive, Chicago 6 


QUARTERLY DIVIDENDS 


4% Cumulative Preferred Stock 
58th Consecutive Regular 
Quarterly Dividend of 
One Dollar ($1.00) per Share 


$5.00 Par Value Common Stock 
Forty Cents (40¢) per Share 


Declared — Sept. 6, 1956 
Record Date— Sept. 20, 1956 
Payment Date —Sept. 30, 1956 
A. R. Cahill 
Vice President, Financial Division 


PHOSPHATE ® POTASH ® PLANT FOODS ® CHEMICALS 
INDUSTRIAL MINERALS ®© AMINO PRODUCTS 


Se 
Le ce ee ll 








Dividend Notice 


MIDDLE SOUTH UTILITIES, Inc. 


The Board of Directors has this day 
declared a dividend of 37'2¢ per 
share on the Common Stock, pay- 
able October 1, 1956, to stockholders 
of record at the close of business 
September 14, 1956. 

H. F. SANDERS, 

Treasurer 

New York 6, N. Y. 
September 6, 1956. 


She Middle Dhuth 


A World Of 
Opportunity 


Utility service by tax-payine, 
publicly-regulated companies 
made this dividend possible. 





PREFERRED DIVIDEND 
A regular quarterly dividend of $1.06 per 
share on the cumulative preferred stock, 
414% Series. and of $1.1875 per share on 
the cumulative preferred stock, 434% 
Series, of this Company has been de- 
clared, payable September 1, 1956 to 
stockholders of record at the close of 
business August 20, 1956. 

COMMON DIVIDEND No. 81 

A quarterly cash dividend of 3714¢ per 
share on the common stock of this 
Company, has been declared, payable 
September 10, 1956, to stockholders of 
record at the close of business August 20, 
‘956. = W. W. WHITNELL, 
August 7, 1956 Secretary 


NATIONAL CYLINDER 


GAS COMPANY 
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What Price Growth Stocks? 
Finally, I am bothered by the lengths 


to which some trustees have gone in 
the current mania for growth stocks, or 
rather glamour stocks, for it is not the 
theory of seeking superior long-range 
prospects that I question, but rather the 
application of it. A corollary is that the 
stocks of many sound companies offer- 
ing a well established present and a 
satisfactory if not glowing future are 
quite out af favor. Trustees appear now 
to crave. a little element of romance in 
stock purchases. The result seems to be 
that equities become classified as black 
or white, whereas my experience would 
indicate they fall rather within the 
broadest range of grays. In its preoc- 
cupation with the future as against pres- 
ent facts, the prevailing attitude almost 
seems to be saying that a future dollar 
is worth more than a present one, which 
confounds common sense. 


Two possible fallacies lurk in the ex- 
tremes to which some investors have 
carried this “growth stock” theory. The 
first is that it seems to rest on the 
hypothesis that stocks may be safely pur- 
chased on projected estimates of earn- 
ings growth for three, five and even 
ten years ahead. The second is the ap- 
parent belief that those currently most 
popular stocks and industries which have 
caught the public fancy will prove, in 
fact, to be growth situations. Both 
theories may prove correct, but neither 
finds any solid foundation in experience. 
I have great respect for the forward 
strides in investment analysis, and for 
the thoughtful forecasts of those with 
most experience. For the short-range 
target these latter provide a valuable and 
frequently accurate tool, and for the 
longer term a useful hypothesis. Beyond 
that, however, they are in the realm of 
pure speculation, even for companies 
and in industries lending themselves un- 
usually well io the projection of trends. 


If you disagree, I commend to your 
attention any copy of the Wall Street 
Journal of three to five years ago. I 
challenge you to find any element of 
prescience among the wisest comment, 
any inkling that conditions in August, 
1956 would be anything like we now 
find them. I have no idea what the busi- 
ness scene will be in 1958 or 1960, even 
as a born optimist, and if I pay prices 
for securities which require material im- 
provement over current performance, 
which is a boom level performance, to 
justify my investment judgment, then 
I place a heavy burden on the skill and 
wisdom of my forecasts and of my selec- 
tion, and perhaps also a heavy subcon- 
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UTILITIES 
COMPANY 


DIVIDEND NOTICE 


The Board of Directors today 
declared a dividend of 32 cents 
per share on the Common Stock 
of the Company, payable Octo- 
ber 1, 1956 to stockholders of 
record at the close of business 
September 4, 1956. 


D. W. JACK 
Secretary 


_ ae 17, 1956. - 

















KENNECOTT COPPER 
CORPORATION 


161 East 42d Street, New York, N.Y 

August 17, 1956 
A cash distribution of One Dollar 
and Fifty Cents ($1.50) a share has 
been declared today by Kennecott 
Copper Corporation, payable on 
September 24, 1956, to stockhold- 


ers of record at the close of busi- 
ness on August 31, 1956. 


PAUL B. JESSUP, Secretary 














lle a share from net investment 
ncome, payable September 29, 
1956 to stock of record September 


WALTER L. MORGAN 
President ; 











FLORIDA POWER CORPORATION 
St. Petersburg, Florida 


August 16, 1956 


The Board of Directors of this Corpo- 
ration has this day declared a dividend 
of forty cents (40¢) per share on the 
outstanding Common Stock, payable 
September 20, 1956 to stockholders of 
record at the close of business Sep- 
tember 5, 1956. 


E. K. ILGENFRITZ, Treasurer 








scious reliance on some future boom to 
salvage my judgments if my timing 
should prove faulty. It is the extremes 
to which this anticipation of remote 
future earnings is carried in terms of 
current market price that I regard as the 
real present danger of the growth stock 
theory. 


We would all concede that for a sound 
established company to double net earn- 
ings available for its common stock from 
present levels would be quite an achieve- 
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Southern California 
Edison Company 


DIVIDENDS 


The Board of Directors has 
authorized the payment of the 
following quarterly dividends: 


ORIGINAL PREFERRED STOCK 
Dividend No. 189 


60 cents per share. 


CUMULATIVE PREFERRED STOCK, 
4.32% SERIES 
Dividend No. 38 


27 cents per share. 


The above dividends are pay- 
able September 30, 1956, to 
stockholders of record Septem- 
ber 5. Checks will be mailed 
from the Company's office in 
Los Angeles, September 29, 


P. C. HALE, Treasurer 


August 17, 1956 























ment, requiring time, favorable future 
conditions, exceptional management, and 
productive expansion financed largely 
by retained earnings. Yet many popular 
growth stocks selling at 22 to 35 times 
1955 earnings would seem to require 
little short of this, at least by way of 
expectation, to justify fully their pre- 
vailing prices. I hope that all of this 
comes about, but it still depends upon 
the future. Meanwhile municipal bonds 
yield an immediate return which pro- 
duces more net income for many of our 
highly taxed beneficiaries than would 
these growth equities after they had dou- 
bled their current rates of dividend. 


Other Pitfalls 


One other current practice of growth 
stock enthusiasts to make their favorite 
stocks appear cheaper than in fact they 
are is the rather indiscriminate use of 
“cash earnings,” which is an adjustment 
of net earnings to eliminate provision 
for such items as depreciation, obsoles- 
cence, and depletion. Because of wide 
differences in accounting practice, this 
is a useful tool in comparing stocks with 
one another, but its use should be strict- 
ly limited to these comparative purposes, 
and not extended to use as an absolute 
measure of value. Depreciation and ob- 
solescence are not merely a figment of 
the imagination of the accounting 
fraternity; we ignore them at our peril. 


My second point is the danger of con- 
fusing popularity with opportunity in 
selecting stocks for growth. What are 
the growth stocks today? We will know 
five years from now. Meanwhile it will 
be all too easy to be fooled. I have a 
notion that steel stocks might give a 
reasonably good future account of them- 
selves on the score of growth, yet they 
are not widely so regarded today. No 
doubt the outlook for the more alluring 
aluminum stock is somewhat better, but 
is it as much better as the wide premium 
on aluminums against steels, measured 
by current market price, suggests? 
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DIVIDEND 
NO. 36 


GAS 


TRANSMISSION 
COMPANY ; 


HOUSTON, TEXAS 


AMERICA'S LEADING TRANSPORTER OF NATURAL GAS 


The regular quarterly dividend of 35c per 
share has been declared on the Common 
Stock, payable October 1, 1956 to stock- 
holders of record on September 7, 1956. 





J. E. IVINS, Secretary 


A Boston investment counselor who has 
done some interesting research in growth 
trends has kindly made his material 
available to me. He has used the average 
net earnings per share of the years 
1947, 1948 and 1949 as a base, and nor. 
malized 1955 earnings by adjusting for 
accelerated depreciation. For the stocks 
comprising the Dow-Jones indusirial 
average he finds that 1955 net earnings 
per share were 164% of the base period; 
for the Moody’s 125 stock average the 
comparable figure in 166%. Now let us 
see how some of the highly favored in. 
dustries stack up against this norm, and 
also some not regarded as “growth” 
types. Investors have generally shied 
away from the aircrafts, and yet their 
performance has been notable, 558% 
of the base period for five companies, 
405% for three major airlines. The aver. 
age record of the four best performers 
in the automotive industry is 275% of 
the base, which is better than that of 
any of the ten leading chemical com- 
panies. Yet they are selling at only 11.3 
times earnings, as against a range of 
16.8 to 32.6 times earnings for the 
chemical stocks. 



















Just in passing, bank stocks are out 
of popular favor for trust investment, 
yet their record of growth in earnings 
is not materially lower than that of the 
average industrial. 





As highly regarded a stock as General 
Electric sells currently at 25.8 times 
1955 earnings, yet these were only 178% 
of the base, not exceptionally better than 
the average. The steel industry at 200% 
of the base is well above average on per- 
formance, yet below average on public 
appraisal of future prospects. 





I omit the oil industry as a field re- 
quiring the specialist to produce valid 
comparisons. The rubber industry shows 
up well above average on performance, 
and yet has gained only modest ac- 
ceptance as a growth industry. The same 
comment applies to utilities operating 
in growth areas. 





Ebb and Flow 


I am not attempting to draw specific 
conclusions, but rather to show how 
widely different is the appraisal of dif- 
ferent stocks and of industries, and that 
these disparities in market valuation are 
not always well supported by available 
facts. Many stocks, while of undoubted 
merit, enjoy a vogue that causes price to 
outrun visible prospects, while others 
with a better record of performance 
seem to lack the appeal that makes for 
wide current acceptance. 
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That mere popularity, even among 
conservative investors, is a poor stan- 
dard for selection is well illustrated by 
the current rage for coal stocks as repre- 
senting a coming growth industry, when 
a scant two years ago it was popularly 
classified as a dying one. Neither ex- 
treme appeals too much to me. Only a 
few years ago the rayon industry was 
highly popular as a growth situation; 
now it is just another segment of the 
sick textile industry. Drug stocks had a 
vogue as growth stocks, then became 
quite unpopular, and more recently have 
been enjoying a mild renaissance. Ex- 
amples could be multiplied, and serve to 
demonstrate the danger in placing too 
heavy reliance on great expectations. 


One reason for the inaccuracy of these 
appraisals of future opportunities is a 
tendency to confuse the outlook for sales 
growth with increased net earnings, 
which in the end must support dividends 
and market value. There is no necessary 
correlation between the two, and it is 
only growth in net earnings and a pro- 
gram of reinvesting retained earnings at 
above average returns to compound the 
rate of earnings growth that produce 
superior performance justifying the ap- 
pellation “growth stock.” 


| have dwelt at length with this point 


because it is so important in this kind 
of a market. The case for the use of 
growth stocks in trust accounts, to which 
I subscribe wholeheartedly, has been 
presented elsewhere. It is the prac- 
tice of the theory, and its occasional 
malpractice, that concern me. We must 
be unusually careful not to confuse ex- 
pansion of sales prospects with growth 
of earnings prospects, and not to be 
swept into reaching too far into the fu- 
ture by paying too great a premium for 
present dividends and present earning 
power. 


If I had time I could dwell on the 


fallacy of “buying reserves” in trust 
accounts for future use of purchasing 
long term bonds or in adding to com- 
mon stocks. In my observation the 
moment to commit these reserves never 
seems to come, and they lie relatively 
dormant at short term rates of interest. 
For long term trusts, the phrase “buy- 
ing reserve” is largely a chimera. Its 
best use is under circumstances where 
the trustee has a large amount of prin- 
cipal cash to invest at one time, and 
where the liquid fund theory permits 
him to commit it to prevailing markets 
over a period of time instead of all at 
once. 


I must also omit discussion of the 
blue chip theory, or buying the most 
marketable and sought after stocks, 
which is a policy pursued by all too 
many who operate on the apparent psy- 
chology that what mistakes of judgment 
they may make are in the best possible 
company, and will be readily forgiven. 
The weakness here is that the blue chip 
of today may be the “dog” of tomorrow, 
and in any event, heavy buying by new 
institutional purchasers, such as invest- 
ment trusts and life insurance compan- 
ies, for whom marketability is consider- 
ably more important than it needs to be 
for the average trustee, has created a 
scarcity value for a comparatively nar- 
row list of leading common stocks. 


As to common stocks in trust accounts, 
I am in the awkward position of being 
a long term bull made more cautious an 
defensively minded by reason chiefly of 
the much higher stock valuations now 
prevailing, but without having yet 
reached the conclusion that equities are 
too high and that a general retreat 
should be ordered. I do see greater risks 
and a consequent need for a continuing 
thoughtful and objective review of our 
investment policies and practices, and 
for increasing emphasis on a high de- 
gree of selectivity. 








DRUG BUSINESS WANTED ON ATTRACTIVE PLAN 
FOR ESTATES, TRUSTS 


Well known national drug firm is interested in acquiring additional 
‘stablished products small or large in drug or allied field. We have a 
proven plan of particular interest to trusts, estates, and family-owned 
companies, under which present owners can continue to receive income 
which would be increased by the growth which we create. One possible 
plan provides an attractive means of disposition for owners who seek 
‘ontinued income with capital gain on ultimate sale. 


We are principals. You may write in confidence to Box 180, Trusts and 
Estates, 50 East 42nd Street, New York 17. 
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New Investors Consult Their 


Banks 


A recent survey shows that 36% of 
new investors consulted their bankers 
first, Ruddick Lawrence, vice president 
of the New York Stock Exchange told a 
banking group at the University of 
Washington, Seattle. He pointed out that 
there are about 12,500,000 consumer 
spending units with incomes of at least 
$7,000 before taxes, and more and more 
families are investing in securities. He 
said that bankers “will be under in- 
creasing pressure to examine every phase 
of your client’s investment life.” 





TRUST 
SERVICE 
IN 


MARYLAND 


Competent and complete 
fiduciary services 


MARYLAND 


TRUST 


OF 0. a. Sa i 





Baltimore 3, Maryland 


MEMBER FEDERAL RESERVE SYSTEM 
FEDERAL DEPOSIT INSURANCE CORPORATION 
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Continued Prosperous 
Trend Seen 


— OVER A WIDE VARIETY OF 
investment topics, the Investment 
Panel at the closing session of the West- 
ern Regional Trust Conference on Au- 
guest 24 turned in a sparkling perform- 
ance under the able guidance of Reno 
P. Ransom, vice president and _ trust 
officer, Seattle-First National Bank, as 
moderator. He was assisted by Kenneth 
C. Horrall, J. A. Hogle & Co., Los An- 
geles; Burton A. Miller, vice president, 
National City Bank of Cleveland; Eu- 
gene J. Overman, trust officer, United 
States National Bank, Portland, Ore.: 
and Michael F. Pescatello, vice president, 


First National City Bank of New York. 


Without rehearsal or foreknowledge 
of the questions to be presented, the 
members turned in an informative sym- 
posium. Among their majority opinions 
are the following: 


1. Toll-road bonds are not favored 
for trustee use due to long maturities 
and tendency to inadequate engineer- 
ing estimates of construction costs. 


2. Government expenditures, past 
and prospective, warrant use of “se- 
lected” aircraft common stocks in 
trusts operating under the prudent- 
man rule. (No definition of “selected” 
was given.) 


3. Such equities as those of the 
major Standard Oils and General Elec- 
tric are due prior consideration over 
such equities as Royal Dutch Shell 
and Phillips Lamp whose holdings are 
concentrated abroad. 


4. Marketwise, the panel expects 
a bullish stock trend over the next 
twelve months with occasional not too 
serious corrections. Bonds are becom- 
ing more attractive at existing low 
levels, with the preference for short 
maturities. 








PANEL CHOICES FOR CURRENT PURCHASE y 


GROWTH GROUP 


Standard Oil of Ind. 
Pennsylvania Salt 
Monsanto 

Clark Equipment 
International Bus. Machines 
Minneapolis Honeywell 
Aluminium, Ltd. 


Royal Dutch 


INCOME STOCKS 


American Tel. & Tel. 
General Motors 
Sinclair Oil 
Kennecott Copper 
Union Electric Mo. 


Pacific G. & E. 


PREFERRED STOCKS 


Pacific G. & E. $4.50 
Pacific Pr. & Lt. $5.00 cum. 


Continental Assurance 
General Electric 

U.S. Steel 

Goodyear Tire 

Dow Chemical 
Diamond Alkali 
International Paper 


Corn Products 

Crocker Anglo National Bank 
Pacific Pr. & Lt. 

Ohio Edison 

Northern States Pr. 


Southern Cal. Ed. $4.24 cum. 
Central Ill. Lt. $4.50 cum. 








An audience poll showed: 


1. A Democratic victory would 
bring a decline in stocks while a Re- 
publican victory would leave the 
market unchanged. 


2. Interest rates will remain much 
as now over the coming year with both 
short and long-term bonds a wise buy. 


3. An inflationary trend over the 
coming year is seen. 


4. Credit policies in the next fiscal 
year are likely to be more restrictive. 


5. 1957 private housing starts 
should be in the 1-1.2 million range. 


6. Steel industry for next 12 
months will operate at 90-100%. 


7. When the Western Trust Con- 
ference meets in 1957, the D-J Indus- 
trial averages will be between 500-535 
or above 535. (The close vote on this 
indicates a rather confident attitude, 
inasmuch as the “below 500” bracket 
was ignored.) 





Panel on Investments: Leader Reno P. Ransom 








8. The overall international eco- 
nomic situation as applied to invest- 
ments was held to be bearish. 

9. SEC figures on 1954 pension 
fund security purchases with common 
stocks equal to 2.2%, of the value of 
shares traded on the NYSE were held 
to be heartening. 

10. Consumer credit will increase 
in 1957 over the May 1956 total of 
$36.5 billion. 

A A A 
MEMOS 


(Continued from page 808) 


cost raw materials for the chemical in- 
dustry. A great proliferation of new 
chemical products from tallow is pos- 
sible by applying basic chemical pro- 
cedures to 30 or 40 different fatty acids. 
The current and potential use of these 
products is virtually limitless. While 
tallow can be compared in cost and 
available supply to coal, petroleum, and 
other basic raw materials, the natural 
fat industry has lacked the prosperity 
of the petroleum and chemical industries 
and consequently has not been able to 
exploit fully the profitability of these 
newer organic chemicals. The specula- 
tive possibility is that an improvement 
in the meat packing industry’s main 
business, that is fresh and processed 
meat, would accelerate the trend toward 
greater research and development of 
these high profit chemical and_ other 
non-food products. Of course, high profit 
non-food products, including chemicals, 
now represent only a small part of total 
sales, but in several cases they contribute 
an important part of earnings. 


WILLIAM GODDEN 
HAYDEN, STONE & CO. 
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New Investment Area Seen 


Atomic ENERGY AND THE INVESTOR 


GEORGE M. GADSBY 


Chairman, Utah Power & Light Co., Salt Lake City 


AM IMPRESSED WITH THE GREAT RE- 
l sponsibility you trust officers must 
take in administering the funds in your 
charge. Thinking of my own estate, | 
expect the trust officer who will admin- 
ister it to keep in mind above all else 
stability in capital and income. This 
means more than selecting securities 
which presently may be “blue chips” or 
which are issued by businesses seeming- 
ly assured as to the future. 

We have all seen enterprises perform- 
ing a useful function or manufacturing 
a much-needed commodity pass out of 
the economic picture. In my own ex- 
perience I have watched almost the in- 
auguration of inter-city electric trans- 
portation lines which rapidly increased 
and spread until they pretty well cov- 
ered the eastern part of the country. 
With the coming of automotive trans- 
portation the decline began and now an 
interurban line is about as archaic as a 
set of harness. Between 1900 and 1920 
they were a good investment. 

Just as you must always keep in 
mind “What price progress,” so you 
must studiously observe the initial devel- 
opment and the timing for investment in 
new enterprises. Pope’s words applied 
to language embody the lesson, 

“In words, as fashions, the same 
rule will hold, 

Alike fantastic if too new or old: 

Be not the first by whom the new 
are tried, 

Nor yet the last to lay the old 
aside.” 


Nicola Tesla came to this country in 
the early 80’s with the brilliant idea of 
the rotating magnetic field, basic to 
alternating current generation and mo- 
tors. European financiers had turned 
him down as visionary and Mr. Edison, 
who employed him for a year or so 
after his arrival, laughed at the idea of 
alternating current for electric service, 
firm in the belief that only direct cur- 


— 


From address before Western Regional Trust 
Conference, Salt Lake City, August 24, 1956. 
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rent could be safely transmitted and 
used for light and power purposes. 


The financing of Mr. Edison’s incan- 
descent lamp was possible only because 
men of wealth were willing to back him 
entirely on risk capital. It was easily 
proven that the cost of making incan- 
descent lamps was beyond the reach of 
all but the well-to-do, therefore, it could 
never find a wide market. As trust ofh- 
cers you would not have invested in the 
interprise. 

Henry Ford and his horseless carriage 
and the Wright Brothers with their idi- 
otic flying machine (the mathematicians 
having proven conclusively that a 
heavier-than-air machine could not stay 
aloft) are other examples of inventions 
which ultimately proved exceedingly 
profitable but whose securities certainly 
would not have had a wide and ready 
market 50 to 75 years ago. 





Returns from Research 


For the successful development of 
basic ideas at least five things are ne- 
cessary: vision, money, time, worth and 
salesmanship. To these my subject adds 
a sixth safety. 


Research is fundamental to every ex- 
panding business. In fact it is highly 
desirable in a static business and the in- 
vestor can well ask as to the research 
program of any enterprise into which 
he contemplates putting money. In pri- 
vate business, as distinguished from 
public ownership, research becomes an 
element of cost both of the present and 
the improved product; it is reflected in 
the prices charged; it must be amortized 
over a reasonable length of time so 
that it does not unduly inflate prices: 
it should be paid out before obsolescence 
or advancement of the art has made the 
product inferior or of no value; and 
finally it must be generally financed out 
of earnings. It is readily apparent that 
whenever accruals within the time limits 
are insufficient the stockholder pays. 


In governmental proprietary under- 


takings the public pays directly for both 
good and bad results in reesarch and 
conduct of the business. There is no 
profit in government enterprises accru- 
ing to the taxpayer. You have never 
seen as a credit on your tax bill profit 
from the Post Office, net income from 
rivers and harbors expenditures, return 
from investment of tax funds in REA’s 
and certainly no taxpayer has ever made 
any money out of TVA, unless he hap- 
pens to be one of the beneficiaries either 
as a large industrial concern receiving 
sub-cost power service or an inhabitant 
of the Tennessee Valley whose electric 
bills are in part paid for by taxpayers 
all over the nation. 


Still in the Jungle 


In the development of atomic energy 
we are confronted with a new situation. 
To date most of the tremendous cost has 
been for defense purposes. Including 
fiscal 1956, some $16 billions have been 
spent by the Government under the 
direction first of the Manhattan Project 
and for the past ten years under the 
Atomic Energy Commission. Under the 
1946 Atomic Energy Act the field was 
closed to private enterprise except as 
contractors for the Government in 
building or operating some installations. 
The Amended Act of 1954 cracked open 
the door but by no means swung it wide 
for the admission of private enterprise, 
even for peacetime uses. This is not 
said critically, as I do not believe any- 
one can seriously contend that atomic 
energy is something which can be treat- 
ed as is production, processing and man- 
ufacturing of any other kind of product. 


Thus far the development of peace- 
time uses may be likened to a field in 
the jungle which has never been exposed 
to cultivation, with great rocks to be 
removed and deep crevasses to be filled 
before it is ready for ploughing, seed- 
ing and harvesting. 


We know definitely that the heat gen. 
erated by nuclear fission is sufficient to 
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generate steam for industrial purposes, 
particularly generation of electricity. We 
also know that the chain reaction can 
be controlled so as to make the genera- 
tion of this heat continuous. A third es- 
tablished fact is that with safeguards 
already known the process can be con- 
ducted with safety. 


Plant Costs 


The above facts, however, are present- 
ly of theoretical rather than economic 
interest. The situation is very similar to 
the development of commercial electric- 
ity in the days of Tesla and Edison or 
of trans-Atlantic transport when the 
Wright Brothers flew their plane at Kitty- 
hawk. I venture to say that had atomic 
fission not been conceived as a power- 
ful and awful mechanism of war we 
might never have developed it for 
peacetime uses. When you stop to think 
that for just one gaseous diffusion plant 
there are required and are now in opera- 
tion two huge electric generating plants 
totalling over 2 million kilowatts, the 
enormous cost of the Portsmouth Gase- 
ous Diffusion plant and the Clifty Creek 
and Kyger Creek Steam Electric Gen- 
erating plants are beyond the reach even 
of our modern industrial giants. Fur- 
thermore, the output from the Gaseous 


Diffusion plant is but the end of the pro- 
cessing for the separation of the urani- 
um isotopes and production of U 235, 
the fissionable material. 

Add to these generating plants with 
their long transmission lines, financed 
and operated by private enterprise, the 
other plants at Oak Ridge, Savannah 
River, Paducah and the very costly lab- 
oratories at Brookhaven, Chicago and 
the now already enormous National Re- 
actor Testing Station at Arco, Idaho 
and you can commence to understand 
why $16 billions has been required, at 
least $12 billions of which has been for 
capital outlay. Thus far the only usable 
end products have been weapons of war 
and a few isotopes which in relatively 
small quantities have found a place in 
medicine and some industrial plants. 


Moving Competitive Targets 


For commercial use, thus far the most 
promising end product is heat and com- 
petition in the BTU field is severe. It 
may be true theoretically that a pound 
of U 235 is equivalent to 2,600,000 
pounds of coal, but the substitution of 
one fuel for the other is not so simple. 
Whether the ultimate use of the power 
be for propulsion or day-to-day uses of 
electric light, heat and power, nuclear 
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fission can supplant only the heat- fur. 
nishing component of the over-all pro. 
cess and it is working against a con. 
stantly moving target. 


If we turn back 250 years to the ‘ime 
of Newcomen, whose engine produced 
the equivalent of 55 kilowatt hours per 
ton of coal consumed, the contest might 
not have been so severe. Today, steam 
electric plants are under construction 
which through the use of steam at super. 
critical pressures will produce 3.450 
kilowatt hours per ton of coal, and the 
end is not yet! 


When—Not If 


Despite all I have said, we cannot 
question the ultimate development of 
power from nuclear fission and some are 
even envisioning harnessing the heat of 
nuclear fusion. The situation is like the 
frog in the well, who, despite his best 
efforts, could make no headway in 
climbing out until the snake fell in. 
then quickly found himself at the top 
because he had to get out. 


So it is with our future energy sup- 
plies. Allowing for greater efficiencies 
it now seems apparent that fossil fuels 
available for steam generation and pro- 
duced at costs which will keep energy 
priced within an economic range will 
be exhausted within the next 100 years. 
This assumes a continuing increase in 
population and in worldwide productiv- 
ity projected at even less than the cur- 
rent rate. Considering the backward na- 
tions which are now seeing the light 
literally as well as figuratively, the co- 
efficient of worldwide production may 
well increase. 


So as world population grows and 
standards of living are improved, more 
and more energy will be required and 
a source supplementary to those now 
available is essential. It is of the utmost 
importance, therefore, that study, re- 
search and experiment in the field of 
nuclear energy be enlarged. The best 
results will be obtained most quickly if 
the team of Government researchers and 
facilities can pool with all the forces of 
private enterprise without being har- 
rassed by either the whip of restrictive 
laws or the gadflies of socialism. 


Program for Progress 


The private companies can only go 
as far as the insurance companies will 
in turn offer coverage. Beyond that, most 
men who are advised think the risk is 
small, but Government insurance is the 
only answer until statistical and actuarial 
experience proves otherwise. 
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GRAPHITE REFLECTOR 


MOVABLE CONCRETE DOOR 


Artist’s sketch of first nuclear reactor for private industrial research, designed and built by 

Atomics International, a division of North American Aviation, Inc., for the Armour Research 

Foundation at the Illinois Institute of Technology, Chicago. The 50,000 watt reactor will 
be used to develop peacetime applications of atomic energy. 








Another present barrier is the Public 
Utility Holding Company Act which by 
definition would make into public hold- 
ing companies subject to jurisdiction of 
SEC, industrial firms which through 
their participation might come out with 
a 10‘% or more ownership in a nuclear 
reactor generating station supplying en- 
ergy into a utility system. It is true the 
SEC by rule has temporarily at least 
waived jurisdiction in such instances, 
but it is unfortunate the Congress be- 
fore adjournment did not see fit to enact 
either the Cole Bill providing for in- 
surance, or the Price Bill amending the 
Public Utility Holding Company Act of 
1935. On the other hand, to the credit 
of Congress the Gore Bill setting up a 
$400 million “crash” program was re- 
jected in the House. The improvidence 
of starting a $400 million program of 
large reactors in the light of present 
knowledge must be apparent. 


Ultimately nuclear power is a must 
and will be fitted into plans of companies 
which even now offer sound investment 
possibilities. The accomplishment of this 
end will be expedited by further relin- 
quishing of governmental controls con- 
sistent with security; an improved polli- 
tico-economic atmosphere which will 
provide a greater incentive to industry; 
a sharp increase in private research and 
development expenditures for commer- 
cia! nuclear power; more extensive edu- 
cation and training of young people to 
increase the pool of scientists and train- 
ed personnel; a constructive program of 
tax relief for research expenditures and 


SEPTEMBER 1956 


the improvement of potential incentive 
rewards by conforming patent regulation 
in the atomic field to those established 
for other industrial objectives. 

In my judgment atomic energy per 
se does not at this time offer the in- 
vestor the stability of capital or income 
consistent with the conservatism of trust 


fund investments. However, do not over- 
look the importance of timing, and I will 
go out on a limb by saying that within 
the next decade advantageous investment 
possibilities will commence to appear 
and within the next twenty-five years 
only those making use of this new primal 
energy source can be looked upon as 
leaders and companies safe for the fu- 
ture in the electric utility field. 
A A A 
First Industrial Research Reactor 


The nation’s first private reactor 
specifically for industrial research began 
operation June 28, 1956 (see photo). 
Operated by Armour Research Founda- 
tion of Illinois Institute of Technology 
in Chicago, it will for the first time en- 
able industry to conduct reactor studies 
without security restrictions and mili- 
tary competition. 


The $700,000 cooperative venture will 
be financed by 24 industrial companies 
each contributing $20,000, with ARF pro. 
viding the remainder. Participating com- 
panies are Armour, Aro, Ball Brothers, 
Clark Equipment, Dewey & Almy Chem- 
ical, Elgin Watch, Lilly, Firestone Tire, 
General Portland Cement, Gustin-Bacon, 
Illinois I.B.M., M. W. Kellogg, Kimberly- 
Clark, Nuclear Instrument, Ohmite, Rich. 
ardson, U. S. Steel, Universal Oil, Victor 
Chemical and Whirlpool-Seeger. 


The reactor was built by North Ameri- 
can Aviation, Inc., with nine contractors. 
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PRESSURES THREATEN BUSINESS STABILITY 


Professor of Banking, Graduate School of Business Administration, New York University 


HE “ROLLING READJUSTMENT” CON- 
rail to roll at a very high level. 
Unprecedented confidence and_ record- 
breaking employment at ever-higher 
wages have boosted GNP from the $387 
billion of the second 1955 quarter to an 
amazing $408 billion this year. This 
enormous increase of $21 billion is a 
tribute to the flexibility and basic vital- 
ity of our economy as it was accom- 
plished despite a drop of 27% in auto- 
mobile production and 18.4% in hous- 
ing starts and continuation of credit 
restraint. 


A sizeable part of second quarter 
activity came from efforts to accumulate 
steel inventories and anticipate the 
strike. To the extent that this was done, 
the economic impact of the strike was 
cushioned; but, nonetheless, the stop- 
page of nearly six weeks caused a loss 
in production of some 10 million tons 
and a sizeable adverse effect on indexes 
of business activity. 

Accumulation of inventories was not 
well-balanced as forms of steel 
were in short supply. This unbalanced 
situation was further aggravated by the 
strike. As a result, the big question to- 
day from an economic standpoint is 
whether inventories were reduced to the 
point where there will be a new scramble, 
causing operation at capacity or near- 
capacity for the remainder of the year. 
or whether the strike merely reduced 
some excess inventories and there will 
be a more normal demand in the months 
immediately ahead. 


Effects of Steel Strike 


Some feel that a sharp upswing in 
business in general, and steel in partic- 
ular, will be an inevitable outcome. The 
other point of view, which I share, is 
that the strike will not materially alter 
the pace of business. While the resump- 
tion of production will result in a higher 
index of industrial activity than in July 
and August, it is doubtful that it will 
top the months immediately before the 
strike. 


some 


From address before Western Regional Trust 


Conference, Salt Lake City, August 24, 1956. 
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The steel strike was one of the most 
thoroughly anticipated strikes in _his- 
tory. With the exception of the few 
types of steel in short supply, industry 
seems to have been well prepared, as 
shut-downs were not necessary. Even 
more important, business activity before 
the strike was tending to decrease and 
this trend has continued, as sales of 
farm equipment have been slow, home 
starts are down, of automobiles 
and other durable consumer goods have 
not fully recovered and money is still 


tight. 


sales 


Commodity Prices Must Rise 

The steel industry estimates total wage 
increases at 52 to 55 cents an hour by 
1958. The union, on the other hand, 
contends that the increase will be only 
46 cents an hour. In any event, costs are 
up and the price of steel is up, as in- 
creases in productivity have not kept 
pace. 

These higher prices put strong upward 
pressure on the price of every article 
containing steel. Moreover, this pressure 
will be added to the pressures accumu- 
lated in recent years, as steel prices 
have increased faster than the prices of 
finished goods. It follows that price in- 
creases are inevitable, although they wil! 
by no means be even. 

To be specific, industries selling to 
ultimate consumers will undoubtedly en- 
counter serious buyers’ resistance. For 
example, consumer resistance as evi- 
denced by price weakness, growing in- 
ventories and declining sales, has been 
very marked in recent months in dur- 
able consumer goods such as automo- 
biles, television sets and home furnish- 
ings (in home furnishings, although 
manufacturers’ prices increased 214% 
in the year ending June 1956, retail 
prices declined 1%). On the other hand, 
industries selling to fabricators will not 
meet as much resistance but the increase 
in steel prices will increase commodity 
prices and the cost of living. 


The record June consumer price index 
of 116.2 will, of course, be reinforced 
by the steel increase. Moreover, the pro- 


vision for automatic wage increases as 
the cost of living goes up, now included 
in the contracts of steel and automobile 
workers, and in many other large unions, 
will tend to accentuate this upward 
tendency. 


Wage-Price Spiral 


The breadth and depth of recent wage 
increases are sufficient to give concern 
regarding the danger of acceleration of 
the wage-price spiral. To be specific, 
wage increases in the first half of this 
year were around 10 to 12 cents, nearly 
twice the 6 to 8 cent pattern of 1955; 
and now the “handsome” steel increase. 
which the union estimates will increase 
payments $1.332,000,000 over the three 
years of the contract, sets a pattern for 
even more substantial wage boosts in 
the future! 


While no man can foretell when such 
a wage-price spiral will end, it is equally 
certain that it continue indefi- 
nitely. This can be confidently asserted 
because there are several ultimate limit- 
ations on such “economic perpetual mo- 
tion.” 


cannot 


In the first place, most people do not 
have escalator provisions supporting 
their income, so their ability to buy 
diminishes as prices go up. This tends 
to reduce the physical volume of goods 
sold at a time when production capacity 
is being increased. As a result, inven- 
tories grow and press on the market 
and thus on prices. Eventually, “some- 
thin’s gatta give,” 
puts it, 


as the popular song 


Second, as prices of commodities go 
up, what calls 
elasticity of demand sets in and buyers 
shift purchases from out-of-line com- 
modities to those which have not in- 
creased to the same extent. This can 
bring considerable pressure on a_pat- 
ticular industry. 


the economist cross 


Third, the higher prices caused by the 
spiral may cause people to save rather 
than spend and thus bring downward 
pressure on prices. (This may have al- 
ready set in as net dollar savings in- 
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creased $5 billion in the first quarter 
of this year in contrast with only $1.7 
billion in the first quarter of 1955). 


Fourth, increased productivity and in- 
creased spending on plant and equip- 
ment caused by both high wages and 
high prices will eventually bring produc- 
tion to the point where it will be greater 
than effective demand. This could cause 
serious trouble in the future if constant 
increase in wages and prices induces 
manufacturers to expand production 
facilities to unreasonable proportions. In 
fact, at the present record-breaking rate 
of expansion of plants and equipment, 
this could easily be the case by the 
middle of 1957 or the first part of 1958. 


Credit Booms Expansion 


In the field of consumer credit almost 
$16 billion of new installment credit was 
extended during the first five months 
this year, substantially larger than in 
1955. (As repayments were up even 
more sharply, the increase in outstand- 
ing credit was less than a year ago.) 
Moreover, during the past ten years, 
consumer debt has risen at an average 
of 20% a year wheras disposable in- 
come has risen at an average of only 
6%. 

Also, net growth of mortgage debt 
has accelerated sharply thus: $7.5 bil- 
lion in 1953; $9.5 billion in 1954: more 
than $13 billion in 1955. This growth 
was in addition to repayments and re- 
financing, estimated at $15 billion in 
1955. Also, more than half of the tre- 
mendous increase in mortgage debt in 
1955 was on old housing. In other words, 
for more than half of that great increase 
there is no increase in housing — just 
an increase in debt. Indications are that 
this increase in debt because of inflation 
of values of old houses and borrowing 
on existing housing to spend for con- 
sumer goods and services continues. 


Not only has consumer debt and mort- 
gage debt outpaced business activity, so 
has business loans. Whereas GNP is 
somewhat more than 60% greater than 
the 1947-49 average, business loans by 
banks have grown more than 86% dur- 
ing the period. With bank credit grow- 
ing that much faster than national prod- 
uct. it is obvious that business has not 
been held back by shortage of bank 


credit as sometimes charged. 


The contribution of bank credit ex- 
pansion, mortgage credit expansion and 
consumer credit expansion to the high 
level of post-war business activity is 
clear. The necessity of continuation of 
that credit expansion is equally clear. 
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The most pressing problem of our time 
is how to do this without causing infla- 
tion and without causing the debt to 
become unmanageable or unbearable. 


Two simple economic truths will help 
you weigh the outlook for our dollar. 


1) Capital expenditures are inflation- 
ary when made, as they take goods out 
of the consumption stream but they are 
deflationary when new facilities start 
production, as goods are added to the 
consumption stream. Thus, the inflation- 
ary pressures of the record-breaking 
plant and equipment expansion now un- 
der way will be succeeded by deflation- 


ary pressures as their output of goods 
comes on the market. 


2) In the same fashion, consumer 
credit when extended pumps money into 
the income stream and is thus inflation- 
ary but later, as payment is made, it is 
deflationary, as the money comes out of 
the spending stream. 


As for the outlook for business, third 
quarter activity definitely will be lower 
than the second quarter. The steel strike 
and the probable shift from inventory 
accumulation at an annual rate of $5 
billion in the second quarter to inven- 
. (Continued on page 826) 
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HENRY ANSBACHER LONG INDEX of MUTUAL FUNDS 





Indices are based on fund operation during the period covered and are 
not a representation of future results. They should be considered in the 
light of the individual companies’ investment policies and objectives 


and the characteristics and qualities of the investments of these companies. 








No responsibility 1s assumed in so far as compliance with the Statem«: 


> 


of Policy is concerned for the employment in whole or in part of the 


index by issuers, underwriters or dealers. Principal indices for Augu 


a 
oe 


31, 1955 appear in the September 1955 issue and current income returns 


based on August 31, 


These will soon be added to a revised short form index. 


1956 offering prices are available on request, 
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Reference should be made to the introduc- d 6t 7 16t sd * i ” 
tory article in July 1949 issue, outlining pur- 12/31/35 12/30/39 to 8/31/56 Last 12 mo. Div. %| prin. Less | 5-Yr. Avg. 
poses of publication and ne in 8/31/56 Net Cum. Cap. | Net Invest. 
selecting stock and cost-of-living averages, — istr. = : 
se ag in interpretation of data. Principal war ee Principal _ ae oo Income % 
BALANCED FUNDS 
American Business Shares se 65.9 177.1 172.7 3.32 5.15 110.3 3.45 
Axe-Houghton Fund “A” — 71.4 275.8 +269.3 2.77 5.08 4197.4 2.77 
Axe-Houghton Fund “B” on 88.1 316.4 309.7 2.76 4.47 242.0 3.41 
Boston Fund 103.1 60.2 250.1 240.8 | 2.62 3.11 195.3 3.08 
Commonwealth Investment 106.3 73.5 306.9 298.3 3.04 2.84 247.8 3.49 
Dreyfus Fund**** (c) ne in 303.9 293.9 2.14 7.49 247.8 2.83 e 
Eaton & Howard Balanced 114.5 73.6 274.7 265.9 2.82 2.13 234.3 3.31 
Fully Administered Fund (Group Securities) —.. —_ 69.4 192.0 4185.1 3.45 10.54 7139.0 3.26 
General Investors Trust 110.0 65.2 +$189.7 186.7 3.38 3.62 146.1 3.93 
Investors Mutual = 78:5 2217.2 212.3 3.36 1.57 178.6 3.76 e 
Johnston Mutual Fund — — 4280.7 272.8 3.18 3.87 243.9 3.53 @ 
etiet-wiee Socuritios®* - 102.6 59.6 185.7 177.9 3.16 3.21 143.7 3.68 
oe ewe Peme ses 69.2 $219.4 +213.0 2.86 3.79 4175.3 3.40 
Scudder Stevens & Clark 97.4 80.9 $216.5 211.5 2.83 4.05 176.8 3.13 
Wellington Fund 105.2 75.0 230.3 224.5 3.04 2.97 175.6 3.34 
Whitehall Fund —_ — $278.3 270.4 3.30 5.26 226.3 3.64 @ 
Wisconsin Fund, Inc.*** — 65.1 314.2 307.2 3.32 7.31 214.7 3.29 
AVERAGE: BALANCED FUNDS __---- a 105.6 70.8 244.7 237.8 3.00 4.32 181.7 3.38 
STOCK FUNDS 
Affiliated Fund*** — 50.2 $255.8 251.7 3.35 4.72 158.2 3.93 
Broad Street Investing Corp. 109.9 60.1 %$330.6 320.5 3.52 3.05 265.2 4.18 
Bullock Fund 109.8 61.0 %324.8 S174 2.59 3.24 261.3 3.70 
Delaware Fund — 76.1 $224.2 219.0 2.93 5.20 125.7 3.45 
Diversified Investment Fund, Inc.*** (c) —._ — — 226.8 1201.3 3.96 4.34 7190.5 4.58 e 
Dividend Shares 109.0 62.1 $264.9 7256.1 att 2.84 7209.6 3.67 
Eaton & Howard Stock 107.1 62.7 %396.0 383.7 2.31 3.24 331.4 3.04 
Fidelity Fund 8 — $381.1 375.0 3.44 2:31 327.3 4.08 @ 
Fundamental Investors 105.2 64.8 $432.4 4415.0 2.79 3.39 7354.0 3.74 
Incorporated Investors 103.6 63.9 $439.9 7418.6 2.52 5.38 7344.5 3.30 
Institutional Foundation Fund —.—____ — — $256.3 +252.6 3.57 3.70 7190.8 3.38 @ 
Investment Co. of America — 50.8 %331.3 322.8 2.45 5.47 232.2 3.16 
Knickerbocker Fund oe 69.0 146.3 143.3 3.96 6.79 85.8 2.89 
Loomis-Sayles Mutual Fund (c) — 72.4 74.2 245.4 241.2 2.13 5.55 160.5 2.90 
Massachusetts Investors Trust 110.7 50.7 $356.8 343.2 3.30 2.29 318.5 3.97 
Mass. Investors Growth Stk. Fund 114.2 57.4. $384.8 +368.8 1.89 5.23 7305.4 2.40 
Mutual Investment Fund (c) 129.7 56.1 220.4 $215.8 2.81 3.26 4171.6 2.75 
National Investors — 60.7 %$422.8 407.5 2.25 5.21 322.9 2.91 
National Securities — Income*** (c) — 66.0 147.7 +142.4 4.45 3.02 7117.2 3.02 @ 
New England Fund (c) 117.4 61.4 205.5 199.7 3.62 7.24 147.3 3.79 
Selected American Shares 123.8 60.9 4274.7 268.3 2.97 5.84 202.2 3.69 
Sovereign Investors ___.. — 62.5 1211.8 205.3 3.52 1.87 174.5 4.45 
State Street Investment Corp. 92.8 60.7 %$319.0 304.9 r2.39 7.88 199.5 2.70 
Wall Street Investing Corp. (a) — — 4863.5 352.9 2.73 1.95 332.3 3.45 e 
AVERAGE: STOCK FUNDS 108.1 63.2 $311.3 301.5 2.91 4.33 236.5 3.41 
90 STOCK INDEX (Standard & Poor’s) _.._____. 106.7 59.3 395.0 377.3 — — oe —_ 
CONSUMER PRICE INDEX (B.L.S.) — n99.7 = $196.3 ~— — — — — 























Base index number of 100 is the offering price on Dec. 30, 1939. 


COL. 6, 7, and 16 arrived at as follows: To the bid prices at the respective 
dates indicated are added all capital distributions to such data and the re- 
sultant sum is divided by the 1939 base offering price. 


COL. 19 represents the current month-end bid (col. 16 less all capital distri- 
butions) divided by the 1939 base offering price. 


INCOME PERCENTAGE includes only those dividends paid by the com- 
panies out of income earned from dividends and interest on their portfolio 
securitics (exciuding all capital distributions). 


COL. 17 represents figure obtained by dividing such dividends accruing ovef 
the annual period ending with the stated date by the average of the twelve 
month-end offering prices ending on the corresponding date. 
CAPITAL GAIN DISTRIBUTION column (18) represents percentage of 
distribution, if any, from capital gains or any other source, for the current 
annual period. 
COMPANIES ORGANIZED AFTER 1939 are given an initial index number 
on the date they commence business equal to the average of all those stock 


or balanced funds in existence at the time. 





n—new revised series adjusted to Dec. 1939 base. 

r—plus rights. 

(c)—regrouping awaits new detailed classifications. 
New England a flexible fund with current 
balanced policy. ae 

(a)—Does not reflect new acquisition cost. 


revised index. 
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+Ex-dividend current month. 
tHigh reached current month. 
@Principal index begins after 1939 base date. 


t—Adjustment for capital gains tax will be made in 


— 


**Became Balanced Fund in 1945. 

***Not included in balanced or stock average 
****#Name changed from Nesbett Fund. 
Correction Aug. 1956, Div. Inv. Fd. col. 17, 4.01; 

col. 20, 4.60. 
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INVESTMENT COMPANY NOTES 


By HENRY ANSBACHER LONG 


Limit on Principal Withdrawals 


The Wall Street Investing Corporation 
through the Mutual Estate Planning 
Service prepared and published by its 
investment advisor and _ underwriter, 
Wall Street Management Corporation, 
has recently issued some cogent sugges- 
tions relative to limitations on the with- 
drawal of principal of mutual funds. 
Planned withdrawals of principal to 
supplement living requirements, especi- 
ally upon have interested 
several mutual sponsors and it will be 
recalled that a year ago an officer of 
Commonwealth Investment Co. proposed 
such plans as an answer to the nascent 
variable annuity (T.&E., Oct. 1955, p. 
896). 

Pointing out that in the majority of 
instances of retirement benefits, especi- 


retirement, 


ally those for a widow, income is re- 
quired for life, Wall Street advises that 
use should be made of life expectancy 
tables. Such tables for single individuals 
are provided in a supplement and refer- 
ence is made to sources for actuarial 
tables covering joint lives of two or 
more members of the family. The man- 
agement firm then continues: 


“When making withdrawals from 
principal, certain assumptions must be 
made on yield and growth of invest- 
ments during the period of withdraw- 
al. It is obvious that increasing yields 
and/or growth will, with the same 
rate of withdrawal, make a given 
principal amount last longer. .... If 
conservative figures are used, income 
may be estimated at 342%, and an 
additional 2% per year of capital 
growth would reflect the experience 
of stocks over a one-hundred year 
period. Needless to say, recent experi- 
ence has considerably bettered this 
record, but consideration must be 
given to the possible effect of declin- 
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ing stock prices and yields. Fortun- 
ately, most withdrawal programs are 
designed to extend the period of li- 
quidation so that the investor may 
balance to a large extent the fluctua- 
tion in market price and, therefore, 
take advantage of long-term trends.” 
The flexibility of withdrawal plans, 
the Estate Planning Service points out, 
“allows for changing personal require- 
ments and changing economic conditions 
so that no plan need be a rigid program 
outdated by passing years.” But it also 
cautions that “a sufficient safety margin 
should always be provided in planning” 
such a program. 


Investment Company Assets 
Top $10 Billion 


Summer was not a time of inactivity 
for the investment companies as total 
assets topped the $10 billion mark for 
the first time during the month of July. 
This milestone was reached to the ac- 
companiment of record monthly net and 
gross sales for the mutual funds for the 
year, surpassing the previous record set 
in the earlier winter months. Assets of 
the mutuals, alone, exceeded $9 billion 
for the first time with gross sales for 
the month of July of $123,829,000, more 
than 40°% over those of the same month 
in 1955. The net sales—gross sales less 
redemptions — for the 1956 month were 
$87,200,000. The July figures on gross 
and net continue the upward trend be- 
gun in June after a decline each month 
since January. 


Bearish on U. S. 
Oil Producers 


Templeton, Dobbrow and Vance, in- 
vestment counseling firm. which serves 
as advisor to three investment com- 
panies — Templeton and Liddell Fund, 
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Inc., Nucleonics, Chemistry and Elec- 
tronics Shares, Inc. and Templeton 
Growth Fund of Canada, Ltd. — is re- 
versing a policy effective since 1945 of 
weighting its portfolios in favor of oil 
stocks and is cutting back on its hold- 
ings of U. S. oil producers. One reason 
for the firm’s position, explained in its 
August investment letter, is the check 
on oil prices resulting from what ap- 
pears to be a world-wide surplus of this 
commodity, a condition which Temple- 
ton thinks will last for a decade. The 
other primary factor affecting the firm’s 
decision is an apparent over-statement 
of earnings by the U. S. producers. In 
explaining the latter the firm states: 


“If present day cost of replacing 
oil at $1.50 a barrel, rather than re- 
ported book-charges, is charged 
against present income, then it ap- 
pears that reported profits for 1955 
by 22 U. S. oil producing companies 
were overstated by 93 per cent. In 
other words, U. S. oil producers may 
be showing profits on reserves discov- 
ered at low cost many years ago, 
whereas the cost of replacing such 
reserves is now far higher.” ' 
Investment companies, particularly 
several closed-end companies, have gen- 
erally been heavily invested in petroleum 


issues during the last decade. In July’s 
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column it was pointed out that such 
investment according to a recent study 
was valued at over $1 billion, an inter- 
est equivalent to almost 12% of total 
fund assets, with Standard of New Jer- 
sey, Amerada and Texas the three larg- 
est holdings. But the second quarter’s 
survey of portfolio changes published 
in Barron’s by this writer indicated cur- 
rently some division of opinion as to 
the advisability of cutting back and 
realizing some of these profits. 


Wellington and M.I.T. continued 
purchases, with Royal Dutch the gen- 
eral over-all favorite and Gulf the sec- 
ond most popular issue. On the other 
hand U. S. and Foreign Securities light- 
ened somewhat its substantial holdings. 
It is entirely probable that certain in- 
vestment companies will be more prone 
to realize their substantial profits in the 
oil stocks next year when the new method 
for payment of capital gains tax, re- 
ported on page 723 of August’s T.&E., 
becomes effective. 


Seudder Will Acquire 
Additional Assets 


Application has been made with the 
Securities and Exchange Commission 
by the Scudder Stevens and Clark Fund, 


Inc. — the balanced mutual under 
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Scudder management — for permission 
to acquire the assets of Phillips Invest- 
ment Co. in exchange for Scudder shares. 
Phillips is a personal holding company 
currently supervised by the Scudder in- 
vestment counseling firm. Large hold- 
ings of Phillips Petroleum stock are 
presently included in its portfolio, but 
sufficient shares will be sold before ex- 
change to conform to Scudder policy. 
Investment in the latter by the Scudder 
Fund at its last reporting date was rela- 
tively light, amounting to slightly over 
one per cent of total assets. 


On June 30th, the semi-annual report 
for the Scudder Fund indicated net as- 
sets of over $57 million. The acquisition 
of Phillips will increase this total by 
$15,368,743. Of this sum $5,437,587 
would be represented by cash and $9,- 
931,156 by securities with unrealized 
appreciation of almost $5 million. The 
unrealized appreciation on the Phillips 
assets when acquired will be slightly less 
than that on the Scudder shares re- 
ceived in exchange so that there will be 
a small advantage to existing Scudder 
shareholders. 


Mutual Principal Index Hits 
All-Time High 

The monthly index of mutual fund 
principal performance reached its all- 
time high early in August and subse- 
quently experienced a moderate decline 
to the end of the month. On August 31 
the index of balanced funds was 237.8 
and the principal stock index was 301.5. 
Both indices were at about the same 
level as at the end of April, but the 
figure for balanced open-end companies 
was 6.3% above that for the end of 
August 1955 and that for the stock com- 
panies topped the 1955 price indicator 
by 11.7%. During the same _ twelve- 
month period Standard and Poor’s 90 
Stock Index rose an even 10%. 


Contrary to the standoff on the prin- 
cipal index since April, there was a 


slight improvement in the average for 
net investment income yield. For the 
twelve months ending in August the 
over-all return based on the average of 
twelve month-end offering prices was 
exactly 3% for the balanced funds and 
2.91% for the stock companies. Four 
months earlier the corresponding fig- 
ures were 2.96% and 2.89%. 


Best yields from the stock funds were 
obtainable from Sovereign Investors, 
3.62%; Institutional Foundation Fund, 
3.57%; Broad Street Investing Corp., 
3.52%; and Fidelity Fund, 3.44%. 
Among those mutuals with current bal- 
anced policies, New England Fund of- 
fered the top return of 3.62% while the 
two specialized income funds, Diversi- 
fied Investment Fund, Inc. and the In- 
come Fund of National Securities regis- 
tered yields of 3.96% and 4.45% re- 
spectively. These latter two are not used 
in the composite index. 


A A A 
PRESSURES 


(Continued from page 823) 


tory shrinkage of $1 to $3 billion dur- 
ing the third quarter practically guar- 
antee this lower level of activity. 


Looking a little further ahead, major 
changes in the 1957 automobile models. 
unparalled confidence, record-breaking 
employment, record-breaking wages, rec- 
ord-breaking capital expenditures, and 
record-breaking Christmas trade should 
push the GNP to $410 billion, or even 
higher, during the fourth quarter. 


As for the longer-term outlook, it 
could hardly be more rosy if we avoid 
the twin pitfalls of wage-price inflation 
and over-investment in production facil- 
ities. This, of course, does not mean that 
we shall not have “ups and downs” in 
business activity. Swings in business 
activity are inevitable in a free economy, 
especialy in one as dynamic as ours. 
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BONDS IN COMMON TRUST FUNDS 


ONDS IN 205 COMMON TRUST FUNDS, 
taken as of the valuation date 


except cemetery and veterans funds and 
funds started withian the previous year. 


proportions were U. S. governments 
24.4%, State and local 5% and corpo- 














Among the discretionary type funds, rates 25.9%. 

:, $706.000,000 out of a total portfolio of in the aggregate, United States govern- General Motors Acceptance Corpora- 
$1.855,000,000. These funds comprise ment securities made up 16% of the tion is the only instance, except for gov- 
all the common trust funds operating total portfolio, State and local bonds ernment issues, where more than half of 

' under Regulation F of the Federal Re- 1.7%, and corporate bonds 16.7%. the funds held the bonds of any one 

serve Board of Governors at that time Among the restricted type funds the company. 

? 

: (Figures represent number of funds holding indicated bonds on dates shown) 

; 1/31 1/1 Continental Can 6 6 Toklan Oil 0 1 Market St. El. Passenger .. / 0 

55 756 Continental Oil 10 19 Union Oil (Cal.) 3 15 Michigan Central 1 2 

> GOVERNMENTAL Crane Sane 3 3 Union Sulphur & Oil 2 2 Minn., St. Paul, S. S. Marie 1 9 

Cudahy Packing 1 1 Union Tank Car 6 6 Mo., Kansas & Texas 2 2 

‘ i... S: Savings “2” 0 1 Theo. H. Davies 1 1 United Biscuit 4 4 Missouri Pacific 1 0 

‘ U. S. Savings “‘G’”’ 162 167 Deere east 9 11 U.S. Plywood 2 6 Morris & Essex 2 1 
U.S. Savings “ER” 3 9 Diamond Alkali 3 4 U.S. Rubber 2 2 Muskogee 1 1 

5 U. S. Savings “K” ..__ 88 98 Dow Chemical 27 25 U.S. Steel 6 4 Nashville, Chatta. & S. L. 1 0 

: U. S. Treasury Bonds 145 159 Fairbanks, Morse 1 1 Vanadium 2 1 New Orleans Great North. 1 0 

U. S. Treasury Notes, Bills Firestone Tire & Rub. 22 24 Walworth 1 1 New Orleans Terminal 3 3 

& Cert. of Indebtedness .. 32 386 food Mach. & Chem. 1 1 Warren Petroleum 1 0 New Orleans, Texas & Mex. 1 1 
Cons. Fed. Farm a 1 Foremost Dairies 0 3 W. Va. Pulp & Paper 4 6 New York Central 1 1 
Farmers Home Admin. 0 2 Fruchauf Trailer 0 1 Westinghouse Air Brake 8 7 N. Y. Cent. & Hudson R. 2 2 
Fed. Home Loan 0 7 General Dynamies 1 4 Westinghoue Electric 0 2 N. Y., Chic., & St. Louis . 6 8 
Fed. Inter. Creflit Bank a 1 1 General Foods 11 10 Wheeling Steel 7 3 New York Connecting 4 5 
Fed. Land Bank 14 21 General Motors 63 61 Wilson 2 2 N. Y., New Haven & H. 1 1 
Fed. Nat. Mtge. Assn. 6 7 General Shoe 0 3 Woodley Petroleum 1 0 New York Short Line 0 1 
Inter. Bank for Rec. & Dev. 29 30 Gerber Products 1 1 York 3 3 Norfolk & Western 0 1 
U. S. State & Local - 29 33 BF. Goodrich 5 5 Northern Central 1 1 
Commonwealth of Australia 2 w. R. Grace 0 5 MERCHANDISING Northern Pacific 18 16 
Kingdom of Belgium 0 1 Great Northern Oil 1 1 Norwich & Worcester 1 1 
Dominion of Canada 9 5 Heyden Chemical 1 1 Food Fair Stores q 6 Oregon-Washington RR. 15 15 
Canadian Provincial 32 32 Hollingsworth & Whitney _ 2 0 Lit Brothers 1 1 Pennsylvania 20 25 
Canadian Municipal 8 7 WHoudaille Hershey 2 2 May Dep’t Stores 4 10 Pere Marquette 9 9 

: Husky Oil & Ref. 2 0 Winn & Lovett 5 6 Phila., Baltimore & Wash. 2 3 
FINANCIAL Inland Steel 2 2 Phila. Transportation 1 0 
Amer. Invest. of IIL. 2 2 Inter. Minerals & Chem. 9 10 TRANSPORTATION Piedmont & Northern i 1 
a igs a 99 94 Kaiser Alum. & Chem. 3 3 Pitts., Cin., Chic. & St. L. q 4 

Beneficial Finance 5 5 Koppers 2 2 Akron, Canton & Youngs. 1 ] Portland Terminal s 2 

) C.1.T. Financial _ 30 56 Lehigh Coal & Nav. 1 1 American Airlines 3 2 Reading 1 1 
Ginminiatal (roiit 26 95 Libby, McNeill & Libby 1 1 Ann Arbor 1 1 Richmond Terminal 0 1 

| Cortland Equip. Lessors 9 12 Lockheed Aircraft 0 1 Atchison, Toveka & S.F. 7 5 St. Louis-San Francisco 5 2 
General Fihanee 0 1 P. Lorillard 19 19 Atlanta & Charlotte Airline 1 1 St. Louis Southwestern 1 

| Gen. Motors Accept. 88 114 Mathieson Chem. 3 8 Atlantic Coast Line 6 5 ot Fem Uae Dapet s . 
Household Finance 10 10 McKesson & Robbins 1 1 Baltimore & Ohio _ 8 10 Seaboard Airline 3 2 

Pacific Finance g 14 MecWane Cast Iron Pipe 1 1 Ruffalo, Rochester & Pitts. 0 1 Southern 6 3 
Sa ay 1 1 Mead 2 2 Canadian National 3 2 Southern Pacific 30 29 
State Loan & Fin. 2 2 Minneanolis-Honeywell 6 6 Canadian Pacific 5 4 Terminal Refrig. & Whsg... 3 3 

Traders Finance 2 1 Minn. Mining & Mfg. 1 1 Canada Southern 1 1 Term. RR. Assn. of St. L. 1 1 
Tri-Continental l 1 Minn. & Ont. Paper 1 3 Capital Transit 1 0 Texas, New Orleans 3 3 

Ventures 0 1 Nat. Container 3 4 Carolina, Clinchfield & Ohio 4 4 Texas & Pacific 8 7 

Nat. Dairy Prod. 27 29 Chesapeake & Ohio 16 17 Tex. Pac.-Mo. Pac. Term. 

INpuSTRIAL & Misc. Nat. Distillers Prod. 2 2 Chicago, Burlington & Q. 9 10 RR. of New Orleans 1 1 

: Nat. Steel 9 8 Chicago Great Western 3 3 Toledo & Ohio Central 2 2 
Algom Uranium Mines 0 1 National Tea . 0 3 Chicago, Milwaukee & St. P. 1 0 Twin City Rapid Transit 1 1 

Allied Chem. & Dye 54 60 Okl. Miss. River Prod. 1 1 Chicago & Northwestern 3 0 Union Pacific 2 3 

Allis Chalmers Mfg. 1 Opemiska Copper Mines 2 0 Chicago, Rock Island & Pac. 1 2 Virginian 3 4 
Aluminum of Amer. 56 60 Owens-Illinois Glass 1 1 Chiearo Union Station 9 9 Va. & Southwestern 1 1 

; Aluminum of Canada 5 8 Peahody Coal 2 2 Chicago & West. Ind. 13 12 Wabash 3 3 
Amer. Optical 1 1 Phillips Petroleum 57 0 Cincinnati Union Term. 2 2 West Penn Traction 1 1 

> Amer. Pot. & Chem. 0 4 Pillsbury Mills 6 6 Cleveland, Cincinnati, C&SL 2 2 Western Maryland 8 9 
Amer. Tobacco - 34 31 Pittsburgh Coke & Chem. 2 8 Cleveland Short Line 0 1 Western Pacific 4 4 
Anglo Amer. Explor. 0 1 Pittsburgh Consol. Coal i 2 Cleveland Union Term. 1 1 Western Rwy. of Alabama 1 1 

J Anheuser-Busch 1 1 Pittsburgh Plate Glass - 18 17 Columbus & Toledo 1 1 Wichita Union Terminal 1 1 
Argus 2 0 Radio Corp. of Amer. 0 3 Delaware & Hudson 7 7 
——e Oil & Ref. . B. Ralston Purina 2 2 Delaware, Lackawanna & wii 2 RaArILroap Equipment Trusts 
Atlantie Refin. 22 28 R. J. Reynolds Tob. 9 8 Delta Airlines 1 0 
Bethlehem Steel 12 20 Rheem Mfe. 0 3 Denver & Rio Grande West. 3 2 Atlantic Coast Line 1 1 
Bocon 1 1 Rijecal Paver 0 1 Detroit River Tunnel 1 1 Baltimore & Ohio 4 5 
Borden 6 6 Roman Catholic Church 2 8 Detroit Terminal 1 1 Carolina, Clinchfield & O. 1 1 
Bristol Myers 4 4 Jos. E. Seagram & Sons 2 1 Elgin, Joliet & Eastern 3 8 Central of Georgia 4 4 
Bi wn Shoe 2 2 Selected Industries 0 1 El Paso & Southwestern 4 4 Central of New Jersey 0 1 
Burlington Indus. 1 0 Shamrock Oil & Gas 2 2 Erie 2 1 Central of Penna. 1 1 
Burroughs 5 5 Shell Union Oil 10 9 Florida East Coast 1 1 Chesapeake & Ohio 20 22 
J |. Case 3 S Miata OF 13 9 Fort Worth & Denver 2 2 Chicago, Burlington & Q. 7 9 
C: ‘erpillar Tractor 1 1 Skelly Oil 2 1 Grand Trunk Pacific 2 2 Chicago & Eastern Illinois. 2 2 
C nese 7 6 Socony Mobil Oil 2 1 Great Northern 7 6 Chicago Great Western 1 1 
Celotex - 2 2 Standard Coil Prod. 0 1 Gulf Mobile & Ohio 5 4 Chie., Indianapolis & L. Ie 
Champion Paper & Fib. - 3 3 Standard Oil (Ind.) 31 24 Illinois Central 8 6 Chic., Mil., St. Paul & Pac. 4 6 
Chermin Paper Mills —_. =/ 9 2 Standard Oil (N.J.) 12 11 Jacksonville Terminal 1 2 Chicago & North Western y 2 
Ci es Service oa 10 11 Standard Oil (Ohio) —.. 2 2 Jamestown, Franklin & C. 1 1 Chicago, Rock Island & Pac. 7 6 
C Ice & Fuel _. 1 1 Stauffer Chemical 2 2 Kansas City Southern x 8 Chic., St. P., Minn. & O. 1 1 
Ce e Realty 1 1 Sterling Drug 0 12 Kansas City Terminal 2 2 Del., Lackawanna & West. 2 3 
Ce \bustion Eng. — 2 2 tees CC 2 Lakefront Dock & RR. Ter. 2 2 Denver & Rio Grande West. 2 2 
C sol. Cigar — 1 1 Svlvania Elect. Prod. _ 8 9 Lehigh Valley Harbor Term. 0 DE ait cin detce nena 5 
pect eee ee le ae ee ; 1 1 Florida East Coast —. ban 
Continental Baking .._ 3 5 Thompson Products —. 1 1 Louisville & Nashville 5 9 Great Northern 7 . 
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Gulf Mobile & Ohio 2 2 -Gentral Pwr. & Lt... 5 6 Kansas Gas & Elect. __. 2 4.Pitle. Milects - -........ 88 7 
Illinois Central ------------- 10 11 Central Vermont Pub. Serv. 3 2 Kansas-Nebraska Nat. Gas. 2 2 Portland Gas & Coke —___... 1 1 
Lehigh & New England __. 1 1 Chesa. & Potomac Tel. 2 0 Kentucky Utilities 5 6 Portland Gen. Elect. — _.. 1 1 
NE - IE i nce : 1 1 Chicago District Pipe Line 0 i Te ee 2 ne 9 8 Potomac Edison 1 2 
Louisville & Nashville _..... 11 11 Cincinnati Gas & El. —.. 4 6 Lewiston Gas Lt. . 0 1 Potomac El. Pwr. wee AEDs 3 4 
Missouri Pacific -................ 4 12 Cleveland El. Illum. ~_... 9 18 Long Island Ltg. >... 9 18 Public Serv. El. & Gas _... 34 10 
Nashville, Chatta. & S.L. . 0 1 Colo. Interstate Gas Pipe. 3 4 Louisiana Pwr. & Lt. —...... 3 6 Public Serv. of Colo. 4 6 
New York Central __.. _.... 12 15 Columbia Gas System _...._ 28 34 Louisville Gas & El. 4 4 Public Serv. of Ind. _ 11 il 
New York, Chicago & St. L. 2 4 Columbus & So. Ohio El. —. 6 8 Lynn Gas & Elect. _........... 0 1 Public Serv. of N. H. .. 2 2 
N. Y., New Haven & H. -.. 5 5 Commonwealth Edison 34 34 Metropolitan Edison 4 6 Public Serv. of Okla. —........ 3 3 
Northern Pacific everr 7 8 Conn. ‘It. & Pwr. 1 1 Michigan Consol. Gas —_. 22 25 Rochester Gas & El. 0 1 
Pennsylvania Recdase 12 12 Consolidated Edison 49 56 Milwaukee Gas & Lt. ___ 3 3 “Stashester Tel: 1 1 
Peoria & Eastern -_.......... 1 1 Cons. Natural Gas —.......... 30 31 Minnesota Pwr. & Lt. ___ 2 4 
Pittsburgh & Lake Erie - 2 2 Consumers Power : 28 31 Mississippi Power 2 3 Saguenay Power : 2 2 
SS ae 2 4 Dallas Pwr. & Lt. 1 4 Miss. Pwr. & Lt. : o Se ee oe 6S. 2 3 
St. L., Brownsville & Mex... 2 2 Dayton Pwr. & Lt. 8 12 Mississippi River Fuel —_.. 0 1 Savannah El. & Pwr. = a 
St. Louis, San Francisco 7 8 Delaware Pwr. & Lt. __..... 3 4 Monongahela Power ___.... 3 3 Service Pipe Line 9 9 
Seaboard Airline 13 18 Detroit Edison —_ 30 36 Montana-Dakota Util. 2 2 South Jersey Gas .. 2 2 
Southern .. : 3 3 Duke Power 17 11 Montana Power _.. $5 8 8 South Pitts. Water 0 1 
Southern Pacific 16 21 Duquesne Light 15 18 Mountain Fuel Supply _. 2 4 Southern Bell Tel. & Tel. 7 7 
Texas Pacific 2 2 Eastern Gas & Fuel Assoc. 1 1 Mystic Valley Gas - 1 1 Southern Calif. Edison a 42 50 
Wabash 1 2 Empire Dist. El. 1 1 Narragansett Elect. 3 3 Southern Calif. Gas 10 10 
Western Maryland 1 2 Equitable Gas vee 4 4 Nat. Fuel Gas i 4 4 ena Counties Gas - 4 4 
Essex County El. 1 1 New England El. Sys. 0 1 Southern Nat. Gas 26 “4 
UTILITIES Florida Power : 12 14 New England Power =e 4 4 Seniors New Eng. Tel. 1 7 
Florida Pwr. & Lt. 11 13 New England Tel. & Tel. . 6 9 Southern Union Gas -. t 1 
Sita Gos 1 1 Gas Service 1 2 New Jersey Bell Tel. . 5 Southwestern Bell Tel. 3 2 
Alabama Power ary. 19 23 Gatineau Power 1 1 New York State El. & Gas~ 2 2 Southwestern Pub. Serv. 6 7 
Amer. & Foreign Power 3 3 General Tel. (Cal.) 0 1 New York Steam ._. e 6 6 Tenn. Gas Trans. 46 53 
Amer. Gas & Elect. 13. 13 Georgia Power 7 16 New York Tel. 7 14 14 Texas Eastern Trans. 1 1 
Amer. Tel. & Tel. 80 97 Gulf Interstate Gas 1 0 Niagara Mohawk Pwr. .. 16 17 Texas Elect. Serv. 1 2 
Appalachian El. Pwr. 24 27 Gulf Power : 3 1 3 North Shore Gas 2 2 Texas Pwr. & Lt. 6 6 
Arkansas Pwr. & Lt. _.. 9 15 Gulf States Utilities 6 7 Northern Ill. Gas —..... 18 18 Union Elect. 19 19 
Baltimore Gas & El. 4 5 Hackensack Water 1 1 Northern Ind. Pub. Serv. 2 2 United Gas 36 36 
Bell Tel. of Penna. -_. 4 5 Hartford El. Lt. 1 2 Northern Nat. Gas - 26 26 United Gas Improvement 1 2 
Birmingham Elect. — 1 1 Hawaiian Elect. 1 1 Northern States Power 7 G7 Utah Pwr. & Lt. 5 8 
Blackstone Valley Gas & El. 2 1 Hawaiian Telephone 1 1 Northwestern Bell Tel. 1 1 Va. Elect. & Pwr. 15 17 
Boston Edison _. Seite 7 8 Home Gas _... nee 1 : Gite Bamen 8 17 Wash. Gas Light 1 2 
Brooklyn Union Gas _. 3 3 Houston Ltng. & Pwr. 11 11 Ohio Power 25 30 Wash. Water Pwr. 13 13 
Buffalo Niagara El. 5 5 Idaho Power : 2 2 Oklahoma Gas & El. 5 7 West Penn Elect. 1 1 
California El. Pwr. 1 4 Illinois Bell Tel. 12 15 Otter Tail Power 2 2 West Penn Pwr. 17 22 
Calif. Oregon Pwr. 3 3 Illinois Power 7 8 Pacific Gas & El. — 57 68 West Texas Utilities 2 6 
Calif. Water Service 1 2 Indiana & Mich. El. 10 17 Pacific Northwest Pipe Line 0 1 Westchester Ltg. 5 7 
Carolina Pwr. & Lt. 3 4 Indianapolis Pwr. & Lt. —. 1 1 Pacific Pwr. & Lt. 10 12 Western Union 1 3 
Central Ill. El. & Gas 0 1 Inter Provincial Pipe Line 1 1 Pacific Tel. & Tel.. 26 38 Wisconsin El. Pwr. 7 8 
Central Ill. Light 1 1 Interstate Oil Pipe Line 5 8 Panhandle Eastern Pipe. — 14 15 Wisconsin Mich. Pwr. 0 1 
Central Ill. Pub. Serv. 5 8 Iowa Power & Lt. - 3 3 Penna. Elect. 4 6 Wis. Nat. Gas 2 3 
Central Louisiana El. 2 1 Iowa Public Service — 4 4 Penna. Power 2 2 Wisconsin Pwr. & Lt. 5 6 
Central Maine Pwr. 3 4 Jersey Central Pwr. & Lt... 2 4 Penna. Pwr. & Lt. 6 7 Wis. Pub. Serv. 7 6 
Central New York Pwr. 2 2 Kansas City Pwr. & Lt. 3 5 Peoples Gas Lt. & Coke 17 18 Worcester County EI. 0 ] 
Ss 
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HE APPARENT QUIET ON THE ATOMIC 
orto front may not be a calm be- 
fore the storm but it most assuredly is 
that charged atmosphere which always 
surrounds the intensive unseen 
which for years underlie industrial ad- 
vances which in retrospect will seem to 
have come with incredible speed. 


efforts 


Generally speaking, the very exten- 
sive but unspectacular job now under- 
way to make nuclear fuels pay off, in an 
scientific _ re- 
search aimed at broadening the horizon 
of nuclear knowledge. It’s a hardware, 
plumbing and rustproofing job. It’s an 
insulating job. It’s a boilermaking job. 
It is heat engineering and metallurgy. 


economic sense, is not 


The nuclear job is all the jobs we’ve 
known how to do for years, only we 
don’t know well enough how to do them. 


A discussion which took place recent- 
ly in the executive offices of the Wal- 
worth Company, century old manufac- 
turer of valves and fittings, will illustrate 
the point. The question had to do with 
intensifying the company’s research and 
development work to keep pace with 
possible expansion of the national 
atomic energy program. 


“Hot Plumbing” 


“Look,” said one of the group, “the 
question is not so much the rate of ex- 
pansion as it is the problems to be 
solved. The nuclear power business is 
on the way. Many other uses of re- 
aciors are coming. Both reactors and 
the processing of nuclear fuels involve 
the handling of fluids. This means 
plumbing—and_ industrial plumbing is 
our business. But in the atomic energy 
field, the fluids are hot, in more ways 
then one, and corrosive. And they must 
bh: contained and controlled more thor- 
oughly than ever. We have no choice.” 


Une paragraph in a speech delivered 
by Dr. Charles G. Manly of the AEC 
Civilian Applications Branch at the 
Aiomic Industrial Forum meeting in 
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NUCLEAR ENERGY REPORT 


Developments of Investment and Commercial Interest 


Denver last June would have bolstered 
the argument. AEC is trying to get in- 
dustry into the nuclear junk business, 
i.e., the recovery of uranium from nu- 


clear fuel fabrication Said Dr. 


Manly: 


“The steps for recovery of solid scrap 


scrap. 


material involve such typical processes 
as dissolution in acids (nitric, sulfuric, 
hydrofluoric) ; separation from alloy 
materials (Zirconium, etc.) if necessary: 
conversion to UO; by evaporation and 
denitration (in some cases) ; and reduc- 
tion to UOs with hydrogen and hydro- 
flourination to UF. The resulting UF, 
can be recycled directly to the metal 
step of metallic-element manufacture, or 
in the UO; returned to the UQsz step of 
the oxide-element When UF, 
results from the dissolution step, it may 
be possible to return the UF, directly to 
the metal step of the metallic-element 
process.” 


stream. 


Ashes 


Readers of TRusts AND Estates don’t 
have to follow the steps outlined before 
a technically qualified audience to un- 
derstand that Dr. Manly was not talking 
about new concepts of nuclear physics 
but about common industrial metallurgi- 
cal processes. 


But Dr. Manly was talking about the 
easy side of the job—recovering uran- 
ium metal from the scrap produced in 
making the fuel elements for nuclear 
reactors. The tough job, and the one 
which some people say is critical to the 
economically sound exploitation of nu- 
clear fuels, is the reprocessing of the 
fuels after they have been “burned” in 
a reactor, transformed under irradiation 
to a viciously “hot” complex of unspent 
uranium still usable as fuel, newly gen- 
erated‘ plutonium also usable as fuel, 
and fission product “ashes” embodying 
more than a score of different elements 
that are highly radioactive and in some 
cases as poisonous to humans as they 


ATOM MusT EARN ITS KEEP 


EDWARD R. TRAPNELL 


Associated with Bozell & Jacobs, Inc. 





are to the nuclear reactors in which they 
are produced. 


There’s no more worrisome problem 
confronting the Atomic Energy Commis- 
sion in its long range effort to get the 
atom as far as possible into the eco- 
nomic stream and able to make headway 
on its own with the least government 
interference and support. One possible 
approach to the problem is to. design 
reactors in such a way that they can be 
loaded with sufficient nuclear fuels to 
run for very long periods without re- 
charging, then don’t try to recover the 
unspent fuel materials. 


But this just brings up another prob- 
lem, disposing of the radioactive wastes 
—which has been there all the time 


anyway. 
Waste Disposal 


An extensive AEC research and de- 
velopment effort is aimed at the waste 
disposal problem. A major considera- 
tion is the fact that the radioactive prod- 
ucts of the fission process may them- 
selves be of great value. Food “pasteur- 
ization” and in many cases actual steril- 
ization of food and drug products are 
promising avenues of use for the radia- 
tion given off by the “ashes” from a 
nuclear reacting furnace. 


Phillip D. Bush, acting manager of 
the Atomic Energy Division of Kaiser 
Engineers, says, “undoubtedly, the urg- 
ency of solving the power reactor design 
and operating problems has resulted in 
neglect of the development of economic 
by-product recovery and waste dis- 
posal.” 


Nevertheless, he said in an article en- 
titled, “Can You Afford to Ignore Atom- 
ic Energy” in the magazine of the con- 
sulting engineers, by-product recovery 
and waste disposal problems must be 
solved because it is just possible that 
“the by-product credits may make nu- 
clear power competitive a great deal 
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sooner than otherwise.” He adds that 
the consensus among informed engineers 
is that the future of nuclear power de- 
velopment “is dependent upon the suc- 
cessful development of economic waste 
disposal processes.” 


Now why is all this important to in- 
vestors? It is important for the simple 
reason that it is going to take money 
and time to harness the atom fully to 
the work before it. 


The Atom is a Comer 


And there’s no question about the 
work. We will have nuclear power be- 
cause we are going to need the new 
fuel. Other parts of the world are going 
to need nuclear fuels before the U. S. 
does and if American manufacturers 
arent ready to meet the need, some 
other manufacturers will. 


But power is not all. Wherever heat is 
required — high temperature or low 
temperature -— reactors may offer a 
more efficient source. And the potential 
applications of radiation, either from re- 
actors or from materials produced in 
them, are but dimly seen today. These 
direct applications of radiation are en- 
tirely additional to the ever-growing my- 
riad uses of radioactive materials for 
control, measuring, detection, and invest- 
igation. 

Whether engineers can afford to ig- 
nore atomic energy may be a moot ques- 
tion. Mr. Bush himself makes it clear 
that atomic energy is not going to ig- 
nore any phase of American industrial 
enterprise — petroleum refining, metal- 
lurgical development, chemical process- 
ing, polymerization of organic chemi- 
cals, steelmaking and vulcanization of 









rubber. Developmental work is well un- 
der way in all of these fields and there’s 
little question but that the role of the 
atom will be both important and profit- 
able. 


New Nuclear Engineering Firm 
Dr. Walter H. Zinn, who served for 


ten years as Director of AEC’s Argonne 
National Laboratory at Chicago and is 
the nation’s foremost nuclear reactor de- 
signer, heads up a newcomer in the re- 
actor engineering field, General Nuclear 
Engineering Corp., with headquarters at 


Dunedin, Fla. 


The new company, reportedly backed 
by partners of Merrill Lynch, Pierce, 
Fenner & Beane, acting as individuals, 
will offer an across the board job of 
reactor engineering service. Topflight 
specialists with Zinn include Dr. Harold 
V. Lichtenberger, who has headed up 
work on breeder reactors; Dr. John M. 
West, designer of boiling water systems, 
and Dr. Joseph R. Dietrich, who has 
done much of the theoretical work on 
several different types. 


Alaska to Get Power Reactor 


The first real test of a nuclear fueled 
power plant in an area where the nu- 
clear economists say nuclear fuels will 
pay off first — where transportation of 
fuel runs up the cost of power — be- 
came a step nearer last month when AEC 
announced it had approved “as a basis 
for negotiation” the small power reactor 
proposal submitted by Chugagh Electric 
Association of Anchorage, Alaska, and 
the Nuclear Development Corporation of 
White Plains, N. Y. 

The project is of technical interest as 
well, since the design worked out by 


Photo from Detroit Edison Co. 


Design of Michigan’s first atomic-electric generating station being built by the Power Re- 
actor Developm nt Co. on isolated marshland along Lake Erie, 30 miles from Detroit. 
Steel containment dome (right) will enclose reactor, power-house (left) to house 150,000 
kw. conventional turbine-generator operated on steam from reactor-fired boiler unit. Some 
time after 1960, when full operating capacity is reached, the Enrico Fermi Atomic 
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Power Plant is expected to supply the electric power needs of a quarter million people. 





2MRUOTO FAN favor 


NDA will be the first to combine the 
use of heavy water as a moderator and 
sodium as a coolant, with slightly en. 
riched uranium as the fuel. AEC said 
these features made the system a likely 
candidate for export. 


Considerable research and develop. 
ment work remains to be done, with 
costs to be shared. Ultimate cost of the 
project is about $20 million, of which 
AEC might pay up to $18 million. The 
Commission will own the reactor. The 
Association will provide land, buildings, 
and turbine-generator facilities. 


Food Irradiation Test Reactor 


AEC and the Army Quartermaster 
Corps have decided the time has come 
to build a nuclear reactor adapted for 
food irradiation tests as a part of a 
broad research program in the preserva- 
tion of foods for the armed services, 
AEC is now getting up lists of all qual- 
engineering and manufacturing 
concerns interested in participating in 
the project, with a view to inviting spe- 
cific proposals for the design, develop. 
ment and construction of this special 
purpose reactor. 


ified 


Barge-mounted Powerplant 
Bethlehem Steel Co. shipbuilding di- 


vision is working with the Navy Bureau 
of Yards and Docks and the Naval Re- 
search Laboratory on design studies of 
a small nuclear power plant for mount- 
ing on a barge. The idea was first pro- 
posed years ago by Congressman Sterl- 
ing Cole of New York, former chairman 
of the Joint Atomic 
Energy, and is of interest to the civil 
defense authorities as well as the mili- 
tary. 


Commiitee on 


Combustion Engineering to 
Build Submarine Reactor 

AEC has approved construction of a 
prototype nuclear power plant for small 
submarines as a part of the Nuclear 
Engineering and Development Labora- 
tory facilities of Combustion Engineer- 
ing at Windsor, Conn. 


Combustion joined Westinghouse and 
General Electric as submarine nuclear 
power plant developers under a contract 
awarded last year and will concentrate 
for the time being on a plant for a small 
submarine. The prototype system, to 
cost about $10 million, will be built with 
government funds on a site leased to 
AEC by Combustion Engineering. Work 
will get under way at once since the 
military requirement for such a vessel 
carries a high priority in the Depart- 
ment of Defense. 
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ANY SENIOR TRUST INVESTMENT 
M officers may still gasp at the phrase 
“conservative common _ stock  invest- 
ment.” They remember their apprentice- 
ship days when it was a well-recognized 
impropriety in a trust department to 
speak of common stocks as investments 
and much worse to use the expression 
with a client. There were then no com- 
mon stock investments but rather com- 
mon stocks and investments. 


The contribution of common stocks 
to sound investment planning is now 
generally recognized, however, as the 
prudent man rule has been adopted in 
more and more states and well-advised 
trustors have empowered trustees to ex- 
ercise broader investment discretion. 


The current preferences of trust off- 
cers as to individual common stocks for 
investment are indicated on a nation- 
wide basis by the portfolios of trust 
company - administered common _ trust 
funds. The May 1956 issue of Trusts 
AND Estates listed 652 different equity 
issues held by one or more of the 205 
reporting C.T.Fs. Of this total, it should 


| be noted that 10 funds hold no common 





stocks. 

The most favored stocks have the 
common attribute of large size, whether 
measured in assets, sales or employees. 
Their operational characteristics show 
such wide variations as to test the judg- 
ment of an analyst to decide which arise 


| from fundamental differences in scope 


of operations and which from degrees of 
competence in managerial or admini- 
strative skills. 


Significantly, only 41 common stocks 


were held by 51 or more C.T.Fs., that is, 
_ by one of four funds.* In an era of “blue 


\chipism,” these professional investment 
» Managers did not display a high degree 


)of unanimity in their selection for con- 


» Servative investment objectives. The most 
)Popular stock, Standard Oil Company 
(N.J.), was not numbered among the 


_— 


*Sec Table A, page 832. 
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Some Characteristics of 


TRUSTEE-SELECTED COMMON STOCKS 
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holdings of 48 funds, while the second 
most popular choice, Union Carbide, 
was not held by 54. These 41 stocks rep- 
resent about 6% in number of the 652 
common stocks held in one or more 
portfolios. Stated in negative terms, 611 
common stocks selected for conservative 
investment by trust officers are not found 
among the holdings of at least 75% of 
the funds. 


Total assets at book values range from 
about $14.5 billion for American Tel. 
and Tel. down to $217 million for Johns- 
Manville. Replacement values, gross or 
net of depreciation, would be substan- 
tially higher. Grouped by total assets, 
the breakdown is: 


Over $5 billion _. ee ee 
$1-6 billion —........... 16 
$500-1,000 million _.. 11 


$200-500 million 


Total sales or revenues ranged from 
$12.4 billion for General Motors at the 
top to the low of $104 million reported 
by Cleveland Electric Illuminating. 
Among the industrials, the lowest sales 
volume was $259 million for U. S. Gyp- 
sum. 


The 30 industrials among the 41 com- 
mon stocks, including mining and petrol- 
eum stocks, classify according to total 
sales: 


Over $5 billion —.._.__.._... 2 
$1-5 billion —___. 11 
$500-1,000 million _ 12 
$200-500 million —__. 5 


The five power and light companies 
(including gas) had total revenues rang- 
ing from $336 million for Common- 
wealth Edison to $104 million for the 
Cleveland utility. The two retailers, 
Sears, Roebuck and J. C. Penney, re- 
ported sales of $3.3 billion and. $1.2 
billion. The sole rail representative, Un- 
ion Pacific, had revenue of $509 million. 


American Tel. and Tel., with assets 
double those of the runner-up, had reve- 
nues of only $5.3 billion, about half 


General Motors sales and less than 


Standard Oil (N.J.). 


Number of total employees is not 
strictly comparable because of seasonal 
variations and difference in reporting 
practices. The employment provided by 
the 41 companies ranged from 746,000 
for General Motors to 4,000 for Guar- 
anty Trust. Their tremendous joint con- 
tribution to the economy, however, is 
shown by the total of nearly 314 million 
workers or approximately 5% of the 
estimated 66,000,000 persons gainfully 
employed in this country. 


These 30 companies ranked as follows 
in number of employees: 


Over 500,000 __...______. APE 1 
100-300000 FF 8 
50-100,000 _............._ 6 
25-50,000 14 
1a) 5 

unger 10600 8. OF 


Utility employment, other than A.T.- 
& T. marked its highest level with 16,000 
for Commonwealth Edison. Both Sears, 
Roebuck and J. C. Penney are large em- 
ployers with 185,000 and 75,000 re- 
spectively. 


In net profits after taxes, General 
Motors ranks first with $1.19 billion; 
Johns-Manville and Continental Can re- 
ported the lowest net profits, $24 million 
each, among the 30 industrials. Highest 
utility net profits reported are $46 mil- 
lion for Commonwealth Edison and a 
low of $18 million for Cleveland Elec- 
tric Illuminating. A.T.& T. was third in 
the net profit scale with $684 million 
following Standard Oil (N.J.) with 
$709 million. 


Table A presents some useful ratios 
in measuring operational characteristics: 
turnover of total assets (net of accumu- 
lated depreciation); net profits as a 
percentage of total assets; net profits 
as a percentage of sales: total assets per 
employee; net profit per employee. 


The profit showing on total invest- 
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ment (total assets) is related to turn- 
over. The higher the turnover, the 
greater the return on total assets with a 
constant profit margin. Net profit as a 
percentage of sales measures the profit 
margin. Again, a widening of the profit 
margin will increase the rate of return 
on total assets. 


The rate of return on total assets is 
an important yardstick for appraising 
managerial competence. It answers the 
important question: “How effective has 


ployees have the disabilities imposed by 
lack of strict comparability of employ- 
ment data. They demonstrate differences 
among companies in the degree of de- 
pendence upon labor and the extent to 
which labor has been offset by invest- 
ment in land, buildings and equipment. 
With constantly rising wage rates there 
has been a tendency to scrutinize these 
relationships as one factor in security 
selection. 


panies, including petroleum and mining, 
rank as shown in Table B. 


Intercompany comparisons must also 
be used with discretion, with full re. 
cognition .of broad differences in ac. 
counting practices imposed by the na- 
ture of the business and managerial poli- 
cies. Depreciation rates vary among 
companies in the same industry as do 
other valuation procedures. In some 
cases, notably DuPont, the ratio is dis. 
torted by additional income from invest- 





Although the ratio of net profits to 
assets does not have much value in 
comparing companies in widely differ- 
ent types of business, such as banks and 
manufacturing, the 30 industrial com- 











































ments that may be carried at values 
representing only a small fraction of 


current market prices. 


management been in utilizing the assets 
of the business, irrespective of how fi- 
nanced, to develop earnings?” 


The ratios involving number of em- The return on total assets for power 





TABLE A: 41 COMMON STOCKS HELD BY 51 OR MORE COMMON TRUST FUNDS 
(At Accounting Date Nearest to December 31, 1955) 


Size Criteria and Selected Ratios 

















(Fiscal Year Ended 1955 )* 

esq TEs + 23 <5 fs ]asi fee &.c$ 7% e 3 
Summer Or ON. J.) 2 Tl 76.6% | 7,164 6,272 709 153 88% 11.3% 9.9% $46,824 $ 4,633 
iS | ee ee ee 151 baat 1,372 1,187 141 73 87 11.9 10.3 18,794 1,93] 
General Motors _... =, aoe Tact 6,345 12,443 1,180 624 | 196 9.6 18.7 10,168 1,905 
Amer: re. & tel... 10 73.2 4,480 5,297 684 746 37 12.9 ot 19,410 916 
General Electric ae aCe PL 70.7 1,728 3,095 201 215 | 179 6.5 11.6 8,037 934 
Du Pont (incl. Christiana) —........ 140 68.3 3,030 1,909 432 89 63 22.6 14.3 34,044 1,853 
eee Ge. __ Jeo 67.3 2,115 1,767 263 42 84 14.7 12.4 50,359 6,261 
Phillips Petroleum _.. . 196 61.5 1,202 911 95 25 76 10.4 7.9 48,080 3.800 
Sears Roebuck - .. 55.6 1,596 3,307 159 185 | 207 4.8 10.0 8,627 859 
Socony Mobil Oil . _.. 10 537 2,362 1,839 207 74 78 ib 8.8 31,918 2,797 
National Dairy ... 106 51.7 469 1,260 40 46 | 269 3.2 8.5 10,195 869 
Westinghouse E. & M. _ 103 50.2 1,288 1,441 43 116 | 112 3.0 33 11,103 370 
J. C. Penney - 100 48.9 402 1,220 46 75 | 304 3.8 11.4 5,360 613 
Kennecott Copper 95 46.3 793 548 126 27 69 23.3 15.9 29,375 1,666 
General Foods —...__.__........ me 92 44.9 373 825 on 21 222 3.9 8.6 16,955 1,523 
First Natl. City Bank (N. Y.) - 89 43.4 7,201 pes 42 See . 0.6 480,066 2.800 
Amer. Cyanamid 87 42.9 515 451 39 26 88 8.6 7.6 19,807 1,500 
Standard Oil (Cal.) 80 39.0 1,856 1,278 23) 36 69 18.1 12.5 51555 6,416 
Amer. Gas & Elect. 80 39.0 1,071 258 42 12 24 16.3 3.9 89,250 3,500 
Standard Oil (Ind.) 78 38.0 2.332 1,781 157 52 76 8.8 6.7 414,846 3,019 
Johns Manville ___ a : 7 37.6 217 285 24 2 13] 8.4 10.8 10,333 1,142 
Allied Chemical - 76 3G 725 629 52 30 87 8.3 7.2 24,166 1,733 
Gulf Oil 75 36.6 2,161 1,896 218 47 88 11.5 10.] 45,978 1,638 
Commonwealth Edison 75 36.6 1,250 336 46 16 27 13:7 git 78,125 2.875 
International Harvester 82 | 1,018 1,166 56 78 | 115 4.8 5.4 13,05] AN 
National Lead 68 BW 336 534 18 25 | 158 9.0 14.3 13,440 1,920 
American Can 64 31.2 482 eG ies 36 33 | 148 5.0 fe 14,606 1,090 
Dow Chemical 63 30.7 679 17] 37 33 69 7.9 55 29,521 1.608 
Continental Oil 61 298 504 529 46 9 | 105 8.7 9.1 56.000 5.111 
International Paper 61 29.8 620 796 83 40 | 129 8.7 13.4 15,500 2.075 
Owen Illinois 61 298 280 370 27 27 | 13 7.3 9.6 10,370 1,000 
Guaranty Tr. (N. Y.) 57 27.8 3,191 24 oh. : 0.8 797,750 6.000 
Phila. Electric . ST 27.8 766 210 33 9 27 15:7 4.3 85,111 3.666 
Eastman Kodak - 56 27.3 610 714 86 Sl a 117 12.0 14.1 11,960 1,686 
United Gas 55 26.8 630 240 26 7 37 10.8 4.1 90,000 3.714 
U. S. Gypsum . 55 26.8 254 259 40 13: i} 102 15.4 15.8 19,538 3,076 
Monsanto Chemical 54 26.3 563 522 42 19 93 8.0 Lo 29,631 2.210 
Pittsburgh Plate Glass 54. 26.3 532 582 61 34 | 109 10.5 LLS5 15,647 1.795 
Continental Can 51 25.4 382 666 24 30 | 174 3.6 6.3 12,733 800 
Cleveland Elect. II. a2 25.4 342 104 18 4 30 ees: 52 85,500 4.500 
Union Pacific 51 24.9 1,434 509 79 49 36 15.5 55 29,265 1612 


*Source: The Fortune Directory. Supplement July 1956 issue “Fortune.” 
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1,633 
1,931 
1,905 
916 
934 
4,853 
6,261 
3.800 
859 
2,797 
869 
370 
613 
1,666 
1,523 
2,800 
1,500 
6,416 
3,500 
3,019 
1,142 
1,733 
1,638 
2.875 
717 
1,920 
1,090 
1.608 
5.111 
2.075 
1.000 
6.000 
3.666 
1.686 
3.714 
3.076 
2.210 
1.795 
800 
4.500 
1.612 


ated book value of assets may have more 
weight than operating efficiency in the 


and light utilities ranged from 5.3% to 
3.7%. The basis of arriving at depreci- 





TABLE B: RATIO OF PROFITS TO ASSETS 











Per Cent Per Cent 
General Motors ___ siviicn Se Owens Illinois : 9.6 
Kennecott Copper ___........ 15.9 Continental Of. ___§_$§______. 9.1 
eae ee 15.8 Socony Mobil Oil — 8.8 
: DONG, a _ 14.3 General Foods .....______.._.__ 8.6 
National dbead .... 14.3 Maced weer 22. 8.5 
Eastman Kodak _..... _ 14.1 Philips Petroleum 7.9 
International Paper 13.4 Amer. Cyanamid 7.6 
Standard Oil (Cal.) 12.5 American Can __ 7.5 
MaRS AG ee 12.4 Monsanto Chemical —-. 7.5 
General Electric _... _ BES Adhied Chemical Prd 
Pitts. Plate Glass ..._._.. .. S25 Standard Oil (Ind.) 6.7 
Johns Manville _ 108 Continental Can i> @% 
Union Carbide _... _ 10.3 Dow Chemical 77 5.5 
Gill Oe . 101 International Hrvstr. 5.4 
Standard Oil (N.J.) 9.9 Westinghouse E & M 33 
TABLE C: ASSETS AND PROFITS PER EMPLOYEE 
Assets Net Profits Assets Net Profits 
per per per per 
Employee Employee Employee Employee 
Foods Chemicals 
Nat. Dairy $ 10,195 $ 869 LE | he rr rs _ 84,044 4,853 
Gen. Foods 18,650 1,600 Union Carbide - 18,794 1,937 
a Dow Chemical © 29,521 1,608 
7 Amer. Cyanamid 19,807 1,500 
Gen. Motors 10,168 1,905 Monsanto _............ 29,631 2,210 
Power & Light, Gas and Telephone Allied Chem. 24,166 1,733 
Amer. Tel. & Tel. 19,410 916 Eastman ----- 11,960 = 1,686 
Commonwealth Ed. 78,125 2,875 Building Materials 
_ Elec. —. 85,111 3,666 = National Lead 13,440 1,920 
nited Gas —......_ 90,000 3,714 pittsburgh Pl. Gl 15,647 1,795 
Amer. G. & Elec. 89,250 3,500 ae 
4 4 Johns Manville 10,333 1,142 
Cleveland Elect. 85,500 4,500 ; ’ 
’ : U. S. Gypsum _.. 19,538 3,076 
Petroleum Electrical Equipment 
Standard Oil (N.J.) 46,824 4,633 General Elec. _. 8,037 934 
Socony-Mobil _. = 31,918 2,797 Westinghouse __ 11,103 370 
Standard Oil (Ind.) 44,846 3,019 Bank 
Texas Co... 50,357 6,261 — 
Standard Oil of Cal. 51,555 6,416 1st National City _. 480,066 2,800 
Phillips Pet. 48,080 3,800 Guaranty Trust —... 797,750 6,000 
ee 45,978 4,638 Paper 
mont. AO 56,000 5,111 Int. Paper 15,500 2,075 
Retail Trade Copper 
Sears Roebuck. __..... 8,627 809 ‘ - 
.C. teow __ 5360 613 Kennecott -.. 29,376 4,666 
. Rails 
amend Uni Pacific 29,265 1,612 
Amer. Can 14,606 1,090 ee See an 
font fie 12,733 800 Agricultural Equipment 
Owens Illinois —.... 10,370 1,000 Int. Harvester 13,051 717 
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determination of this profit ratio. The 
retail trade companies, Sears Roebuck 
and J. C. Penney, both had a high rate 
of return in spite of a relatively low 
margin of profit on sales, in comparison 
with the industrial companies, reflecting 
a high rate of asset turnover. 

Margins of profit have only limited 
value in comparing performance, even 
for companies classified in the same in- 
dustry group due to differences in type 
of business, average size of transaction 
or geographic distribution. 

Many of the companies examined here 
have substantial business in more than 
one industry but groupings are based 
upon major products. Shown for each 
company are “assets per employee” and 
“net profits per employee.” for which 
allowances must be made through dif- 
ferences in accounting and valuation 
practices. Lack of consistency in methods 
of reporting total employment also in- 
troduces some inaccuracy but the “per 
employee” figures are still a rough guide 
to the degree of mechanization and the 
vulnerability of each cnmpany to mount- 
ing pressure for increased pay rates and 
fringe benefits. They serve to point out 
the wide differences between industries 
in dependence on labor input as well as 
some striking intra-industry variations, 


as shown in Table C. 










Founded 1784 


Member Federal Deposit Insuranee Corporation 













































































































































































































































































PENSION and PROFIT SHARING DIGEST | 





HILARY L. SEAL 


Morss, Seal & Bret; Lecturer in Statistics, Yale University 


THE 1956 AMENDMENTS TO THE SOCIAL SECURITY ACT 


N AUGUST THE FIRST THE PRESIDENT 
6) signed the bills (H.R. 7225 and 
H.R. 7089) amending the previous social 
Security law. The principal changes thus 
brought about are three in number: 


(1) Extension of coverage to service- 
men and to certain self-employed 
groups; 

(2) Introduction of pensions on dis- 

ability after age 50—with a con- 

comitant increase in the contri- 
bution rate; and 

(3) Payment of reduced pensions to 

women from age 62. 


Other amendments include a new op- 
tional form of reporting farm income, 
rules governing the withholding of bene- 
fits from individuals convicted of sub- 
versive activities and from aliens liv- 
ing abroad, and provisions relating to 
the various public-assistance programs 
included in the Act. It is also provided 
that the child’s pension benefit previous- 
ly payable up to age 18 is to be con- 
tinued throughout the disability of a 
child disabled before that age. Because 
of (2) the official title of the system has 
now become Old-Age, Survivors, and 
Disability Insurance (0.A.S.D.I.). 


Extended Coverage 


Nearly four million individuals are 
brought into the program as a result of 
the extension of coverage mentioned in 
(1) above*. Three-quarters of this in- 
crease is due to servicemen who will 
begin to contribute (along with the 
Government) at the beginning of 1957. 
Thus the old “free” wage credit of $160 
a month for military service after Sep- 
tember 15, 1940, will end this year. 


Coverage was also extended to self- 
employed professional men other than 
physicians and to more self-employed 








*Most of the statistics cited in this note are 
drawn either from “Actuarial Cost Estimates for 
the Old-Age, Survivors, and Disability Insurance 
System as modified by amendments to the Social 
Security Act in 1956’’ (Govt. Printing Office, 
Washington, 1956) by Robert J. Myers, Chief 
Actuary to the Social Security Administration, or 
from a typescript copy of a paper by the same 
author submitted to the Society of Actuaries. The 
writer is deeply grateful to Mr. Myers for making 
a copy of this typescript available to him. 
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farmers. In fact, the only major groups 
not covered by the system as it now 
stands are: 


(a) Self-employed physicians, 
(b) Policemen and firemen with their 
own retirement systems—though 


the new Act permits an exception 
in five named States, 


(c) Federal employees under the 
Civil Service Retirement system, 
and 


(d) 


Lowly-paid self-employed persons 
and domestic and farm workers. 


Disability Pensions—at Last 


The new disability pensions mentioned 
in (2) above should occasion no sur- 
prise. Of 41 countries granting old-age 
pensions without a means test in 1954 
only four — Canada, Israel, Switzerland 
and the U. S. — did not also provide 
disability pensions. And of these 
Switzerland has been officially studying 
the introduction of such benefits since 
last autumn. 


However, in spite of these examples 
from abroad, there has been a feeling in 
this country that disability pensions 
should not be included in the social se- 
curity system. The argument has been 
that in times of low employment the 
occurrence of spurious disability claims 
could lead to a heavy drain on the social 
security fund. In fact, after public hear- 
ings earlier this year, the Senate Com- 
mittee on Finance eliminated disability 
pensions after age 50 from the House- 
approved version of the bill to amend 
the Social Security Act. And they were 
only restored in the final Senate version 
by the smallest of margins — a change 
of one vote would have defeated the pro- 
posal. Note, too, that the disability bene- 
fits thus approved are to be paid out of 
a separate Disability Insurance Trust 
Fund supported by the new 14% in- 
crease in the combined employer-em- 
ployee contribution rate. Disability is 
defined to be the inability to engage in 


+C. H. Farman, Old-Age, Survivors, and Invalid- 
ity Programs Throughout the World 1954. U. S. 
Dept. of Health, Education, and Welfare, 1954. 


any substantial gainful activity by rea- 
son of a medically determinable impair. 
ment which has lasted for six months 
and can be expected to be of indefinite 
duration. The continuance of disability 
is subject to review at any time and the 
individual must be prepared to undergo 
vocational rehabilitation. The disability 
pension ceases at age 65 when the (male 
or female) pensioner goes on the old- 
age benefit roll. 


It must be admitted that the danger of 
a temporary “run” on the disability 
fund is very real. For example, in Ger- 
many during the year 1932, which saw 
a peak number of unemployed nearly 
four times the 1925-29 level, the rate of 
disability among men rose to 18 per 
mille compared with a 1928/29 figure 
half that amount. Nevertheless by 1937 
both the number of unemployed and the 
disability rate were down to their pre- 
slump values. 


In other words, if one is to attempt 
an actuarial estimate of disability cost 
it must be made with a view both to 
“normal” times and to the recurrent 
periods of slump. And if the “average 
cost” thus calculated is contributed to a 
brand new fund at a time when un- 
employment is heavy it is likely that a 
deficit will quickly emerge. 


This, then, is the position of the new 
Disability Insurance Trust Fund. If a 
period of unemployment follows soon 
after the 44% contribution is imposed 
on January 1, 1957, arrangtments may 
have to be made to pay the disability 
pensions from some other source. But 
this would not mean that the 44% con- 
tribution rate is not sufficient on a long: 
term “average” basis. 


Before discussing the relative size of 
the cost of the new disability pension. we 
pause to offer a mild criticism of the 
disability bases used by Mr. Myers in 
his cost estimates. Both “high cost” and 
“low cost” estimates — for the official 
actuarial cost estimates of social se 
curity benefits have for some years heen 
based on a “range” method — are com- 
puted from insurance company disabil- 
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ity experience* — and the out-dated 
1926 experience at that. In the first 
place the 1926 (class 3) experience was 
based on an extremely limited amount 
of data (2403 claims between ages 15 
and 60) and has now been replaced by 
the 1930-50 study.+ Secondly, the shape 
of the curve of age-specific “total and 
permanent” disability rates suffered by 
insurance companies is quite different 
from that of the disability rates recorded 
by. e.g., the Railroad Retirement Board 
and by the numerous private and public 
pension funds the statistics of which are, 
or could be, made available. This is not 
to say that Mr. Myers’ “range” is too 
narrow — or too wide — but rather that 
his “high” and “low” cost estimates 
could easily have been based on more 
realistic data. 


We turn now to the results of Mr. 
Myers’ cost calculations. As already men- 
tioned, the new amendments to the Act 
require a 144% contribution to the dis- 
ability fund beginning in 1957. This 
14% is rather higher than the 4/10% 
that Mr. Myers computes as the mid- 
point of his “high” and “low” cost esti- 
mates for the new disability pension 
benefits. In fact, the 4/10% cost of dis- 
ability pensions is part of an 8% overall 
“intermediate” level annual cost in per- 
petuity for the whole schedule of social 


*However, 1924-27 German social-insurance ‘“‘ter- 
mination of disability’’ rates were used in the ‘“‘low 
cost”’ estimate. 


+Experience under certain Ordinary disability 
benefits between the 1930 and 1950 anniversaries. 
Transactions of the Society of Actuaries, 1952 Re- 
ports of Mortality and Disability Experience, pp. 
70-181. 


security benefits under the amended 
Act. This 8% is made up as follows: 


Old-age pension benefits 


(with disability freeze) 5.13% 
Wife’s, widow’s, parents’, 

mother’s and child’s 

IN oo a 2.30 


Lump-sum death payments — .13 
Disability pensions (from 


50 to 65) 


These percentages are calculated on 
a 2.6% interest assumption. 

We note, in passing, that this 8% 
(nearly) of future (social security) tax- 
able payrolls is approximately equivalent 
to the existing fund plus the future con- 
tributions (at successive levels of 414%, 
314%, 614%. T42% and 814% as 
the years go by) envisaged by the So- 
cial Security Act as amended. In other 
words, given the taxing power vested in 
the federal government, the system is 
“actuarially sound” — although it is 
practically on a pay-as-you-go basis (i.e., 
the “fund” is only a buffer between 
outgo and income) ! 


Consider now what the new disability 
pension has added to the previous old- 
age pension benefit. Prior to the recent 
amendment a man retiring at or after 
50 because of (total and permanent) 
disability was entitled to his full old- 
age pension from 65, this pension being 
based on his average (social security) 
taxable wages since 1/1/51 (or age 22, 
if later) up to the date of his disability 
--the so-called “disability freeze.” But 
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under the present Act he begins to re- 
ceive this pension straight away. And 
the cost of adding this provision in- 
creases the previous “old-age” pension 
cost of 5.13% of wages by 40% of 
wages. 

That is to say the cost of making a 
“vested deferred pension” immediate in 
case of disability is — on the “inter- 
mediate” cost assumptions used in the 
social security computations — about 
8% (i.e., 40/513) of that cost. This is a 
useful rule-of-thumb to use in private 
pension practice. It is not much of a 
surprise, however, for actuaries usually 
tell their clients that an immediate dis- 
ability pension in lieu of vesting adds 
between 5% and 10% to the cost. 


Reduced Pensions to Women from 


Age 62 


Finally, let us discuss the new benefits 
to women at age 62 — designated as 
(3) in the first paragraph of this article. 


The original House version of H.R. 
7225 reduced the retirement age for 
women, whether workers, wives, widows 
or dependent mothers, from 65 to 62. 
But the final text approved by the 
Senate (and agreed upon by both 
bodies) requires the application of cer- 
tain reduction factors to the pension 
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otherwise available to workers and wives 
at age 65. After applying these reduction 
factors most women’s pensions payable 
from age 62 are essentially the actuarial 
equivalents ofthe full rate of pension 
from age 65. In other words, the new 
pension provisions for women are very 
similar to the “early retirement” bene- 
fits available under many private pen- 
sion plans. 


More specifically, a woman worker 
who retires at age 62 is granted a life- 
time pension of her “primary insurance 
amount” — based on her average social- 
security-taxable wage from 1/1/51 (or 
age 22, if later) up to her actual re- 


tirement date (with a “drop out” of 5 
years of lowest earnings and of periods 
of disability, if desired) — with a re- 
duction of 5/9% for each month she 
lacks to age 65. For example, a woman 
worker retiring at age 62 would re- 
ceive 80% (namely, 100% minus 36 
times 5/9%) of her “primary insurance 
amount.” 

Suppose that a married male worker 
who retired at (or after) age 65 has a 
wife who has just* attained age 62. If 
she were 65 a “wife’s benefit” of 50% 
of the husband’s “primary insurance 





*The age-62 pensions to women come into effect 
in November, 1956. 
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amount” would be payable — under the 
old Act as well as under the amended 
version. But since the male worker's 
wife is only 62 her 50% benefit is re. 
duced by 25/36% for each month she 
lacks to age 65, a total of 25% (which 
is actually less than the 30% needed on 
the average for strict actuarial equiva- 
lence). Note that this 75% of the 50% 
wife’s benefit is payable as long as the 
wife survives jointly with the husband. 
On his death leaving her a widow she 
becomes eligible for the full widow's 
benefit of three-quarters her husband’s 
“primary insurance amount.” 


However, it is to be observed that 
widows and dependent female parents 
are eligible for their full 75% of the 
worker’s “primary insurance amount” 
as soon as they attain age 62. 


These, then, are the main women’s 
benefits created by the recent amend- 
ments to the Social Security Act. In the 
case of women workers the “actuarial 
reduction” is 5/9%, and for wives of 
male workers the reduction is 25/36%. 
for each month that the woman (worker 
or wife) lacks to age 65. Of course, the 
Act also specifies the adjustments that 
need to be made when a woman is both 
a worker and a wife and where a 
woman on reduced benefits becomes a 
wife — or vice versa. 


Conclusions 


What can we conclude about the re- 


cent amendments to the Social Security 
Act? 


In the writer’s opinion the amend- 
ments are all useful improvements in 
the social security system. The extended 
coverage now makes the system prac- 
tically “universal”; the introduction of 
disability pensions fills a rather obvious 
gap in the previous benefit schedule (it 
now remains to remove the age limit of 
50); and the “actuarially reduced” pen- 
sions for most women at age 62 is a neat 
solution of a difficult problem. 


A A A 
Heads New Welfare Fund 


Supervisory Unit 


A new division to supervise certain 
employee welfare funds as well as sales 
finance companies has been set up in 
the New York State Banking Depart- 
ment, with William R. Brennan, Jr., as 
head. Mr. Brennan, who has been as- 
sistant counsel, will have the title of 
Deputy Superintendent, according 10 
Superintendent George A. Mooney. Only 
funds adminstered by corporate trustees 
will come under his supervision; the In- 
surance Department has authority ove! 
other funds. 
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Changing Plate in 


CANADIAN PENSION PLANS 


RALPH E. FOSTER 


Ralph E. Foster & Associates, Ottawa, Ontario, Canada 


HERE ARE SEVERAL WAYS BY WHICH 
eee pension plans which provide 
relatively nominal benefits may be 
amended to look after the needs of a 
special group. The little blue book of 
“regulations” put out by National Rev- 
enue says “there shall be no discrimina- 
tion” as among employees, but our ex- 
perience has been that wherever a sound 
reason has been advanced for taking a 
particular course of action, the regula- 
tions have been sufficiently elastic to 
stretch around it. I therefore suggest 
consideration of amendments along the 
following lines to improve existing plans 
for the benefit of executives or special 
employee groups—all suggestions being 
subject to the particular set of circum- 
stances warranting their being advanced 
to Ottawa for approval. 


1. Amend the past service credit, for 
example, by jumping say a 1% benefit 
to a 2% benefit for all employees with 
10 years or less to retirement. An im- 
proved benefit of this nature might also 
be put into effect for all those who have 
say 20 years of service or more, pro- 
vided the special personnel come within 
this group. You can also now use present 
day salaries as the basis for adding to 
the past service benefit instead of salaries 
as of the date of installation of the plan, 
a development in pension plan admin- 
istration which represents a real loosen- 
ing up over previous administrative 
practices. 

2. You might set up a separate cate- 
gory for personnel based on classifica- 
tions, such as salaried staff versus 
hourly-rated; union versus non-union; 
as a basis for a request to Ottawa for 
approval of an increase in past service 
benefits for the group. Above all you 
should not use a breakdown by sched- 
ule! salaries—it won’t be approved. 


Section 76 of our Income Tax Act 
real scope to an imaginative 
underwriter. This section provides for 
special payments by the employer to 


offers 


Condensed from address before 1956 annual 
mec'ing of Million Dollar Round Table. 
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insure that the obligations of the fund 
or plan to the employees may be dis- 
charged in full. It could be used as a 
form of deficit financing to provide 
benefits beyond the limits prescribed 
under the other sections of the Act in 
connection with approved pension plans. 


4. There is no reason also why an 
improved current service section could 
not be set up for the group of em- 
ployees selected. A 114% formula could 
be increased to 144%, 134% or even 
2%. A4% or 5% money purchase plan 
could be increased to 6% or 7% or 
higher if the age and service distribu- 
tion of the group warrant it. 


5. In cases where no approved pen- 
sion plan is in effect it is possible to 
select the employee group and still avoid 
“discrimination” as Ottawa has no ob- 
jections to setting up “reasonable” cate- 
gories of employees for eligibility pur- 
poses in the original plan. A small 
nucleus pension plan could thus be 
set up within a large organization and 
used as a basis for further expansion to 
other groups. 


Where the employees of a large cor- 
poration are involved and international 
union sponsored schemes are being ad- 
vanced, the pattern seems to be swinging 
towards non-contributory plans with a 
unit benefit based on a maximum num- 
ber of years of service, no vesting, no 
death benefit, etc, a really bare-bones 
job subject to re-negotiation every five 
years or so. Maximum benefit under 
these is fairly nominal—$80 to $125 
per month or thereabouts—and chances 
are that they will be put into the cement 
mixer quite frequently for further shak- 
ing up. At the risk of being declared an 
heretic, I believe that until things settle 
down a bit such plans can probably be 
as well funded in a trust or by an 
adaption of deposit administration 
underwriting as any other way. With 
provision for tax free employee contri- 
butions in Canada, I cannot see why em- 
ployees of Canadian companies go after 
non-contributory plans when contribv- 
tory plans generally provide much more 
substantial benefits. 


Where owners of small business are 
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involved, it should be a very easy matter 
to arrange to incorporate the business 
in order to qualify them as employees 
and therefore eligible to take part in a 
pension plan. Here again it is possible to 
restrict the eligibility of the plan to key 
personnel either by using different 
periods of service or setting up age or 
other classification categories. A plan of 
this nature can be tied in with a stock 
purchase arrangement. in such a manner 
that the owner’s salary after retirement 
will be very little less than it was before 
he retired. Tax savings will be very 
substantial since the purchase price can 
be spread out in such a manner that, 
being a return of capital, there is no 
income tax payable on it. 


Deferred Compensation and 
Profit Sharing 


No one has every really tested the 
legality of any of the varied deferred 
compensation plans being offered by 
underwriters as tax proof. Several sec- 
tions of the Income Tax Act could have 
an important bearing on the tax status 
of a deferred compensation arrangement 
and among these we mention in particu- 
lar section 8(1) which covers benefits 
conferred on a shareholder by a corpora- 
tion; section 12(1) (a) and 12(2) which 
cover reasonable expenses, and section 
25 which really bears down on special 
arrangements with employees and offi- 
cers. At the moment, however, thanks to 
a kindly tax administration of these 
sections, deferred compensation arrange- 
ments are not being disallowed provided 
no immediate benefit accrues to the em- 
ployee or executive involved and the 


amount of remuneration paid to him 
after retirement is -considered “reason- 
able” by the tax authorities. 


Regarding Government approved 
profit sharing pension plans where 
private companies are involved, we can- 
not see much benefit in these except for 
the favoured few in the executive group 
who are already familiar with the profit 
picture. If practically all employees in 
the company are to be included it means 
opening up the books and subjecting the 
management to criticism every time they 
spend money, which temporarily cuts 
into the employees’ take in the profit 
sharing plan. Where public companies 
are involved and their earnings are 
public knowledge, profit sharing plans 
could be very useful in providing bene- 
fits for employees and executives, but 
unless the amount of profit distributed 
is fairly substantial, e.g. 10-15% of 
compensation, it isn’t going to provide 
much inducement to the employees or 
executives. There are, of course, several 
methods available today for incorporat- 
ing profit sharing features into Govern- 
ment approved pension plans, but we 
suggest that these rarely have as much 
appeal as they appear to have on the 
surface once their shortcomings are 
examined with a critical eye. 


If a formal profit sharing plan is 
introduced into an organization under 
the provisions of section 79 of the In- 
come Tax Act and it is not incorporated 
as part ofa Government approved pen- 
sion plan, it does not provide much in- 
centive to the employee as he gets no 
income tax exemption on the money put 
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aside for his benefit. The employer gets 
the write-off but the employee is taxed 
on something he may not even see for 
a long, long time. 


The Government has consistently 
fought off any attempts to have ap- 
proved pension plans extended to self. 
employed persons. However, a_ very 
simple solution is available wherever 
self-employed personnel are willing to 
set themselves up as employees of an 
incorporated company. They can do this, 
for example, through a clinic for doc- 
tors or dentists into which fees are paid 
and salaries withdrawn; a regular op- 
erating company for consultants of one 
form or another; a trading company for 
brokers, etc. 





A A A 


“Senior Achievement” Finds 
Employment for Retired 
Persons 


“Senior Achievement,” which opened 
its doors in Chicago in 1955, undertakes 
to provide part time opportunities for 
older workers to use their skills and 
abilities. The organization operates its 
own shop, which obtains sub-contracts 
from a variety of firms, and also runs an 
“Out Service” department. 


Out of over 900 applicants, 200 or 
more have had their experience in office, 
clerical and sales work, Frank C. Rathje, 
president of Chicago City Bank & Trust 
Co., and chairman of SA’s finance com- 
mittee, advises. Due to complications with 
pension and insurance systems, it is very 
difficult for banks and other employers to 
hire retired persons. Senior Achievement 
has solved this problem in the following 
manner. The retired persons are em- 
ployed by SA directly. Their services, 
however, are engaged by various em- 
ployers who pay for them according to a 
definite schedule of rates. There are no 
deductions of any kind required and SA 
pays for Workmen’s Compensation and 
Health Services. 


A A A 


Profit Sharing Bibliography 
Published 


To meet the increasing demand of 
American business men for more infor- 
mation about profit sharing, J. J. Jeh- 
ring, director of Profit Sharing Research 
Foundation, has prepared a new pam- 
plet, “Profit Sharing — A Reading List 
for Businessmen, with a Comprehensive 
Bibliography.” 

All the important works on profit shar- 
ing in the United States and abroad are 
included in the bibliographs of over 500 
items. The 24 page publication is avail- 
able at 50¢ from the Profit Sharing Re- 
search Foundation, 1718 Sherman Ave- 
nue, Evanston, Ill. 
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TRUST PERSONNEL CHANGES 


CALIFORNIA 


Los Angeles Homer B. Newman appointed asst. 
CITIZENS NATIONAL trust officer. 
Trust & SAv. BANK 


Los Angeles 
UNION BANK 
& TRUST Co. 


Edwin F. Wirsing has resigned as 
aadvertising and publicity manager 
and is succeeded in that position by 
Henry F. Kavanagh, previously asso- 
ciated with the public relations firm of Burns W. Lee-Patrick 
O’Rourke, Inc. Wirsing left the bank to join the Edward 
S. Kellogg Co. 
San Francisco 
AMERICAN 
TrRusT Co. 


James S. Moore, III, joined the staff 
as asst. trust officer. 


William C. Koenig, formerly trust of- 
ficer, promoted to vice president. A 
banker since 1917, Koenig was made 
assistant secretary in 1932 and a trust 
officer in 1942. He is a graduate of U. of California and the 
U. of San Francisco Law School; is a past president of San 
Francisco Stock Transfer Association. 


San Francisco 
BANK OF AMERICA 
N.T. & S.A. 


J. R. Demers, in charge of the Salinas trust district, pro- 
moted to trust officer. 
Leo J. Murphy promoted to asst. trust 
officer, with duties in the business de- 
development division. 
Emmet W. Luttrell and George A. 
Hopiak of the trust investment and 


San Francisco 
FIRST WESTERN 
BANK & TRUST Co. 
San Francisco 
WELLS FARGO 


BANK security analysis department, pro- 
moted to assistant vice presidents. 
COLORADO 
Denver Theodore H. Crysler named asst. trust 
COLORADO officer. 
NATIONAL BANK 
CONNECTICUT 


Hartford William S. Grainger promoted to vice 
CONNECTICUT BANK president, and William W. Graulty ap- 
& TRUST Co. pointed assistant secretary, trust de- 

partment. Grainger is in charge of 
the operations division of that department and has been with 
the Bank since 1932, when he graduated from Trinity Col- 
lege. For’ the past six years he has been in charge of the 
trust department accounting operations. He is Treasurer of 
the Town of Rocky Hill. 


F. W. Patenaude was named asst. vice president and trust 
officer of the Middletown office. He was formerly president 
of Middletown National Bank. 


FLORIDA 
Miami J. Samuel Garrison elected asst. vice 
CENTRAL BANK president in charge of new department 
& Trust Co. of public relations and advertising. 





Wo. S. GRAINGER 
Harttord 


H. PRENTICE BROWNING 
Indianapolis 


WILLIAM C. KOENIG 
San Francisco 
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ILLINOIS 
Chicago William P. Scott advanced to vice 
LA SALLE president. Associated with the bank’s 


NATIONAL BANK business development and public re- 
lations programs, and head of the 
Business Development Department, Scott is past president 


of the Chicago Financial Advertisers Association. 


East St. Louis 
ILLINOIS STATE 


Ralph E. Green, attorney with Baker, 
Kagy & Wagner, joined the bank as 


TRusST Co. asst. vice president and asst. trust 
officer. Green is a law graduate of 
Washington U. 
INDIANA 
Huntingburg Elmo Sakel, cashier, will be in 
FIRST charge of the newly established trust 


NATIONAL BANK department (reported August p. 744). 


Indianapolis 
AMERICAN FLETCHER 
NATIONAL BANK & 
TRUST Co. 


H. Prentice Browning elected ex- 
ecutive vice president, having been 
formerly vice president of Wor- 
CESTER (Mass.) CoUNTY TRUST Co. 
and, from 1940 to 1948, with the 
Continental Illinois National Bank & Trust Co. of Chicago. 


Rex E. Blase, cashier and trust: offi- 
cer, is in charge of the newly organ- 
ized trust department, with William 
M. Warren, asst. cashier and asst. 
trust officer aiding, part time. (Reported August, p. 744.) 


New Harmony 
NEW HARMONY 
NATIONAL BANK 


MONTANA 


Forrest E. Henderson elected execu- 
tive vice president and trust officer of 
the new bank, an affiliate of First 
Bank Stock Corporation of Minne- 
apolis, Minnesota, which will complement the services of the 
banks locally in offering a complete and comprehensive trust 
service. Henderson recently resigned as trust officer of 
MERCHANTS NATIONAL BANK & Trust Co., Fargo, North 
Dakota and holds degrees in commerce and law from the U. 
of North Dakota. 


Helena 
First TRUST 
Co. OF MONTANA 


NEVADA 


Reno Paul C. Romberger, who joined the 
First NATIONAL bank in 1955 to develop a new busi- 
BANK OF NEVADA ness and estate planning division, pro- 

moted to asst. trust officer. 


NEW YORK 
New York Samuel W. Meek, Jr., (trust admin- 
City BANK istration) appointed asst. trust officer; 
FARMERS TRUST Co. Kenneth E. Frantz and William E. 
Wood (pension trust division) named 
assistant secretaries. 


New York R. L. Dickinson, former executive vice 
THE HANOVER president of the YMCA of the City 
BANK of New York, has joined the bank 


as a philanthropic consultant. He will 
advise both corporate and individual philanthropists on ef- 
fective public giving. For over a quarter of a century, The 
Hanover has maintained a counselling service on all prob- 
lems relating to philanthropy. Included among the bank’s 
facilities is a library of philanthropic information which con- 
tains data on philanthropic fields, existing organizations and 
methods of giving. Mr. Dickinson comes to The Hanover after 
forty years in YMCA work. 
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J. E. MAGOUIRK 
Dallas 


JouHN A. SIMMEN 
Providence 


R. L. DICKINSON 
New York 





NORTH DAKOTA 


Fargo (See Helena, Montana.) 
OHIO 
Cleveland Trust officers appointed were Paul R. 
NATIONAL Karl, John P. Reinartz and Wilfred 
City BANK L. Simpson. Karl is a graduate of U. 


of Michigan; Reinartz of Princeton 
and Harvard Law School: and Simpson of Fenn College. 


PENNSYLVANIA 
Hershey John B. Sollenberger, president of 
HERSHEY Hershey Estates, elected president of 
TRUST Co. the trust company to fill the vacancy 


caused by the death of Percy A. 
Staples; Arthur R. Whiteman elected vice president in addi- 
tion to his present title of secretary and trust officer; and 
J. S. Gumpher, assistant secretary and asst. trust officer, 
also named treasurer. 


Harold U. Crouse appointed vice 
president and trust officer; Hilton A. 
Russell as asst. trust officer. 


Shippenburg 
PEOPLES 
NATIONAL BANK 


T. G. SMITH 
Dallas 


A. J. MASON 
Dallas 


J. H. McGinnis 
Dallas 


RHODE ISLAND 

John A. Simmen named executive vice 

INDUSTRIAL president to succeed Rupert C. Thomp. 

NATIONAL BANK son, Jr., who left the bank earlier 
this year to join Textron-American, Inc. Mr. Simmen has been 
a vice president of UNITED STATES TrusT Co. of New York 
since ’48, and as member of the investment policy, retirement 
fund and personnel committees has concentrated on general 
policy matters and business development. 


TEXAS 
Promoted from trust officers to asst. 
vice presidents and trust officers were: 
James E. Maguoirk, A. J. Mason, 
John H. McGinnis and T. G. Smith. 
Magouirk is in the estates division; Mason, corporate trust; 
McGinnis, trust investment; and Smith, trust operations. 


Providence 


Dallas 
REPUBLIC 
NATIONAL BANK 


VIRGINIA 
Richmond Edwin C. Clary named asst. trust 
SAVINGS BANK officer. 
& TRUST Co. 
Warrenton Louis B. Stephenson, Jr., appointed 
FAUQUIER president to succeed the late Philip G. 


NATIONAL BANK Marsteller, vice president and trust 


officer. 








OPPORTUNITY 
FOR TRUST OFFICER 


Trust Institution in San Antonio, Texas, 
seeking qualified Assistant Trust Officer 
below age of 45. Position offers substan- 
tial opportunity for advancement. Full 
background information required. Salary 
open. Contact: 


Box H-65-3, Trusts and Estates 
50 East 42nd St., New York 17 


TRUST INVESTMENT OFFICER 


Excellent opportunity for young or mid- 
dle aged Trust Investment Officer with a 
Michigan Bank and Trust Company. 
Unusual potentials, good salary, growing 
community. 


OOOO]OOOO 


, 











Box H-68-1, Trusts and Estates 
50 East 42nd St., New York 17 








Trust Opportunity 


Trust Department of substantial Trust 
Company in Western New York seeking 
qualified man preferably below age of 35 
for Estate Planning and New Business 
Development. Position offers good oppor- 
tunity for advancement. Full background 
information required. Salary open. Write: 


West. 68-7 


Box H-69-2, Trusts and Estates 
50 East 42nd St., New York 17 















EMPLOYMENT EXCHANGE 


DOODOOODOPPOPODODOPOODOPDPPDPPPPPD 


Address correspondence to Trusts 
and Estates, 50 E. 42nd St., New 
York 17, attention Employment Ex- 
change, with code number. 


Trust department in San Antonio seeks 
assistant trust officer. See ad H65-3 


Michigan trust institution seeks trust 
investment officer. See ad H-68-1 


Western New York trust department 
wants estate planning and new business 
man. See ad H-69-2 


Trust officer with experience in ad- 
ministration, investments and new busi- 
ness desires to re-locate. See ad S-69-4 

Advertising agency 
for trust copy writers. See ad H-70-1. 

Attorney, age thirty, with trust ad- 
ministrative experience, desires position 
with trust department in the South or 


Investment advisory firm needs two 
counselors. See ad TE 643 


(Continued on page 841) 





TRUST OFFICER 


wishes to re-locate in either the 
South, Southwest or Midwest. Experienced 
in administration, operations, investments, 
new business and management of a Com- 
mon Trust Fund. Has headed investment 
departments in two large banks. Presently 
in charge of smaller trust department. 
Age 48. 


Box $-69-4, Trusts and Estates 
50 East 42nd St., New York 17 








INVESTMENT 
COUNSELORS 


Old established nationally known investment advisory 


organization located in NYC has openings for 2 invest- 
ment counselors with CURRENT experience in super- 
vising private investor stock portfolios. 
Liberal company benefits; pension program; group 
insurance; hospitalization and major medical insurance. 
Submit resume incl. salary expectations. 


Box TE 643, 221 W. 41 St., N. Y. 36, N. ¥. 








has opportunity 


TRUST COPY WRITER 


Unusual opportunity in advertising 
agency for a trust man or attorney w10 
knows the trust business and likes to 
write about it. 


Address Box H-70-1, Trusts & Estates 
50 East 42nd St., New York 17, N. Y. 
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HOME OFFICE ESTATE PLANNING 
CONSULTANT WANTED 


An Eastern Mutual Life Insurance Com- 
pany is seeking the services of a man un- 
der age 40 with a legal or trust back- 
ground who has some knowledge of 
Estate Planning, Business Life Insurance 
and Employee Pension and Profit-Sharing 
Plans, for work in its Advanced Sales 
Department. The position offers substan- 
tial opportunity for advancement. It does 
not entail the direct sale of life insur- 
ance. It requires personality and the abil- 
ity to use knowledge in a consultant 
capacity for the benefit of the company’s 
field organization. Starting salary is open. 
Full details of personal history and back- 
ground required. Address 
Box H-69-1, Trusts and Estates Magazine 
50 East 42nd Street, New York 17, New York 














— 


raTEs 


Insurance company seeks estate plan- 
ning consultant for home office. See ad 
H-69-1 

Attorney-trust officer, 34, married, 5% 
years banking experience including ad- 
ministrative, tax, legal and trust work; 
also 14% years as head of life insurance 
company mortgage loan department, de- 
sires position with opportunity in grow- 
ing trust department. 68-5 


Experienced trust officer of thirty 
years in banking, with educational, 
training, personality and business back- 
ground suitable for any official duty in 
bank in New York City area. 68-6 


Trust and estate planning specialist, 
37, experienced in consulting and sales, 
now employed with major investment 
consulting firm, seeks challenging op- 
portunity in trust investment depart- 
ment in East or Middle West. 69-5 


Trustman, 31, experienced in taxation, 
estate planning and administration and 
corporate trusts, with degrees in busi- 
ness and law, desires responsible trust 
department position. 69-6 


Mature man, early 40’s, with sound 
legal, tax, financial and accounting back- 
ground, seeks home office insurance or 


trust department connection with future. 
69-7 


A A A 
IN MEMORIAM 


JosEePH H. Frost, chairman and former 
president of Frost NATIONAL BANK, San 
Antonio, Texas. 


NorMAN E. Mup6g, vice president and 
senior trust officer in charge of the trust 
department of CITIZENS NATIONAL TRUST 
& Savings Bank, Los Angeles, and a 
former president of the Southern Cali- 
fornia Trust Officers Association. 


RaLpH E. SHEFFIELD, first vice presi- 
dent and trust officer, CITIZENS FIRST 
NATIONAL BANK, Storm Lake, Iowa. 


Percy A. STAPLES, president and chair- 


Man of the board of HERSHEY (Pa.) 
Trust Co. 
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New Trust Powers, Mergers 
and Change of Name 


Lansing, Ill—First NATIONAL BANK 
has been granted trust powers under the 
Federal Reserve Act. 


Thibodaux, La.—LAFOURCHE NATIONAL 
BANK has been granted trust powers, 
with J. L. Hebert, cashier and trust offi- 
cer, devoting part time to the trust de- 
partment. 


Brockton & Hingham, Mass.—Consoli- 
dation .of HINGHAM Trust Co. and 
BROCKTON NATIONAL BANK into the NA- 
TIONAL BANK OF PLYMOUTH COUNTY will 
become effective September 30, subject 
to approval of shareholders on September 
ZA. 


Detroit, Mich. — Shareholders of all 
four banks have now approved merger 
of the DETROIT BANK, DETROIT WABEEK 
BANK & TrRusT Co., BIRMINGHAM NA- 
TIONAL BANK and FERNDALE NATIONAL 
BANK. This leaves only one banking in- 
stitution among the first hundred in size 
that does not have a trust department 
or trust affiliate. 


The new organization, known as DE- 
TROIT BANK & TRuST Co., will have total 
resources of over a billion, ranking 19th 
in the nation, and a trust department of 
comparable size. Joseph M. Dodge, chair- 
man of the board of Detroit Bank, will 
hold the corresponding position in the 
new institution, with Selden B. Daume, 
president of Detroit Wabeek Bank & 
Trust Co., as vice chairman. Raymond 
T. Perring, president of the Detroit 
Bank, will hold that office in the new 
institution. William J. Thomas, execu- 
tive vice president of the Trust Division 
of Detroit Wabeek, now will be senior 
vice president. (See July p. 664 for 
earlier account.) 


Detroit Bank & Trust Co. will operate 
under the charter of the Detroit Bank, 
originally granted by the State of Mich- 
igan in 1849. 


Helena, Mont.—First Trust Co. new 
trust services (see Personnel Changes). 


Newark, N. J. — Stockholders ap- 
proved merger of the FRANKLIN WASH- 
INGTON TRUST Co. with the NATIONAL 
NEWARK & Essex BANKING Co., effective 
August 31, under the name of the latter. 
National Newark will now have a total 
of 20 offices in Essex County, giving it 
the largest coverage of any bank in the 
state. Total resources are now estimated 
at $314,000,000. 


Red Bank, N. J. — Shareholders and 
the Comptroller of the Currency ap- 
proved consolidated of the KEYPORT 
BANKING Co. with and under the charter 
of SECOND NATIONAL BANK, under the 
name of MONMOUTH COUNTY NATIONAL 
BANK. George L. Bielitz, president of 
Second Nationa}, will be president of the 
consolidated bank; J. H. Hendrickson, 


vice president and trust officer of Key- 
port Banking, will be vice president and 
a director of the consolidated bank, at 
the Keyport office. 


Poughkeepsie, N. Y. — Directors of 
both POUGHKEEPSIE TRUST Co. and the 
MERCHANTS NATIONAL BANK & TRUST 
Co. have voted to merge. 


Raleigh, N. C. — BANK OF RALEIGH 
has been converted into a national bank- 
ing association, under the title of FIRsT 
NATIONAL BANK. 


Easley, S. C. — CAROLINA NATIONAL 
BANK has been granted trust powers. 


Johnson City, Tenn. — PEOPLES BANK 
has changed its name to First PEOPLES 
BANK, following merger with the First 
NATIONAL BANK at Jonesboro. 


Baraboo, Wis. — First NATIONAL 
BANK granted trust powers; L. H. Eck- 
hardt, president and trust officer, will 
devote part time to the new trust depart- 
ment. 


A A A 
CALENDAR OF MEETINGS 
Oct. 5-6 — Texas Bankers Association, 


Trust Section, San Antonio 

Oct. 7-11 — Financial Public Relations 
Association, Dallas 

Oct. 18-19 — N. Y. State Bankers Asso- 
ciation, Trust Division, Albany 

Oct. 21-24 — American Bankers Associa- 
tion Annual Convention, Los Angeles 

Nov. 9-10 — Washington Bankers Study 
Conference, Seattle 

Nov. 15-16 — ABA Mid-Continent Trust 
Conference, Chicago 


Nov. 25-30 — Investment Bankers Asso- 
ciation, Hollywood, Fla. 








MORE MIDDLE INCOMES 


U.S FAMILIES WITH INCOMES OF $4,000- 
$7,000 A YEAR ALMOST DOUBLE IN 14 YEARS 
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® “Where there were once the well-to-do 
and the poor, with very few in between, 
there are now in the U. S. few very rich 
and few poor, and most are propertied 
persons,” du Pont Co. recently told its 
employees in an article on the expansion 
of property published in the company 
magazine, Better Living. The article is 
illustrated by pictures and charts and 
points out that property ownership has 
spread further and faster “where pur- 
pose and ability have been harmoniously 
wedded, where mass production and mass 
distribution have become realities.” 
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ESTATE TAX 


Jointly held treasury bonds included 
in estate where proof lacking as to fur- 
nishing of consideration. Decedent and 
his sister owned certain treasury bonds 
as joint tenants. Executrix contended 
that only one-half of value of bonds was 
includible in decedent’s estate on ground 
that surviving joint tenant furnished all 
of consideration for their purchase. Evi- 
dence produced showed withdrawal of 
$15,000 from surviving tenant’s bank ac- 
count; however, purchases of bonds in 
total amount withdrawn were made more 
than year and half afterwards. 


HELD: For Commissioner. Property 
held by decedent and another is “prima 
facie” part of decedent’s gross estate 
unless it is shown that other joint ten- 
ant furnished all or part of considera- 
tion for purchase. Here, executrix failed 
to prove that any consideration was 
furnished by surviving joint tenant. Est. 
of Joseph J. Mulconroy v. Comm., T.C. 
Memo 1956-170. 


Attorney’s fees allowed based upon 
reasonable value of services rendered. On 
estate tax return, executrix claimed 
$10,000 as deduction for legal fees. Es- 


FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 
Foosaner, Saiber & Schlesinger, Newark, New Jersey 


tate tax return showed gross estate of 
$132,625 and net estate of zero. Nature 
of legal services rendered was routine 
and proof adduced failed to show char- 
acter and extent of actual work. 


HELD: Reasonable remuneration for 
services rendered was $2,500. Based on 
evidence and nature of estate, deduction 
is to be limited to reasonable value of 
services performed. Est. of Joseph J. 
Mulconroy, supra. 


Settlement of gift claim against estate 
constitutes allowable deduction. During 
administration of estate, decedent’s 
friend filed claim against estate alleging 
that some fifteen years before his death 
decedent had created parol trust under 
which she was beneficiary. Interlocutory 
decree was entered for plaintiff and pay- 
ment made in settlement of claim. Exec- 
utors claimed deduction for amount of 
claim, which was denied by Commis- 
sioner. 


HELD: For estate. Decree was result 
of contested adversary proceeding. It 
was founded upon premise that com- 
pleted inter vivos gift had been made by 
decedent. Property interest having been 
determined by state court, Federal court 
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1956-164, July 11, 1956. tior 
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One-half value of partnership interest J j,y: 
includible in decedent’s estate where hus- § ost; 


band established bona fide partnership que 
with wife. Immediately after marriage § ma 
decedent and wife pooled their cash and § toy 
other property. Each then made sub- 

















stantial contributions of labor and ser- Bs 
vices to several joint undertakings. They i of 
also engaged in separate ventures; how- 
ever, all earnings therefrom were de- _ 
posited in their joint bank accounts. we 
Each was authorized, and drew on joint ale 
accounts. There was never any express Co 
partnership agreement. No distribution 195 
of profits was ever made, and their joint 
and several earnings were accumulated hi 
in joint bank accounts. Commissioner 
included full value of partnership in. xi 
terest in decedent’s estate. Executrix tair 
paid deficiency and filed claim for re- oi 
fund in District Court. From favorable § 4 
verdict for estate in District Court, ay 
Government appealed. a 
HELD: For estate. Circuit Court con- § con 
cluded from evidence as to pattern of § poli 
transactions that bona fide partnership § inn 
existed. Facts and circumstances showed § cont 
that parties had agreed to contribute § sue 
capital and substantial services, and to § othe 
jointly manage and carry on as partners § miu 
their several farming, business and pro- § cies 
fessional enterprises, and to share § 194! 
equally in profits and losses. U. S. v. § righ 
Olive M. Neel, Exrx., 10th Cir., July 2, § no 
1956. Con 
trac 
Unfavorable provision of relief statute that 
held binding. Section 607 of Revenue Act witl 
of 1951 was enacted to protect taxpay- ficie 
ers who had relied on certain Treasury H 
Regulations dealing with possibilities of men 
reverter, which were in effect betweel risk 
March 18, 1937 and February 11, 1939. life 
Statute required rights of decedents to § °°" 
be determined by regulations in force at § *" 
time of death and not by later act which dece 
changed law with respect to these rights. § °°™ 
Decedent, who died on November 16. Pra 
1937, had reserved power to reduce 0 E.D 
cancel unborn children’s interests i! 
trust created in 1922. No children wert 
ever born. Commissioner included value N 
of trust in decedent’s estate on ground § tra, 
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that Regulations in effect at time of 
his death held such trusts taxable even 
though no children were subsequently 
porn. Estate paid deficiency and sued. 


HELD: For Commissioner. Despite 
primary purpose of Regulations to give 
relief in cases involving possibilities of 
reverter, intent of Congress was to make 
applicable all Regulations, favorable as 
well as unfavorable. Rights are, there- 
fore, determined by all Regulations in 
effect at time. Est. of Lester Field v. 
U.S, DG. SD. N:. Y., duly 18; 1956. 


Petition to Tax Court bars litigation 
of issue in District Court. Plaintiff peti- 
tioned Tax Court for review of Com- 
missioner’s determination that certain 
trust corpus was includible in decedent’s 
estate. He then attempted to litigate 
question in District Court. Commissioner 
made motion to dismiss district court ac- 
tion for lack of jurisdiction. 


HELD: For Commissioner. Under 
Section 911 of 1939 Code (Section 6512 
of 1954 Code) it is not litigation of 
question in Tax Court, but act of re- 
sorting to such court for relief, which 
raises bar to subsequent action in Dis- 
trict Court. City Bank Farmers Trust 
to, wv. O..5., DG. SD. N.Y. Suig 17%, 
1956. 


Irrevocable assignment of life insur- 
ance contract purchased with annuity 
held not to be transfer with income re- 
tained. In 1934, decedent, age 76, pur- 
chased three single-premium life insur- 
ance and annuity combinations. Because 
of her age, insurance company required 
that annuity contracts be purchased as 
condition to issuance of life insurance 
policies. However, annuity contracts were 
inno way dependent on nor related to life 
contracts and company would have is- 
sued annuity contracts to her or any 
other person of her age at same pre- 
mium without purchase of any life poli- 
cies. Subsequently, before October 8, 
1949, decedent irrevocably assigned all 
rights to insurance contracts, retaining 
no interest in nor power over them. 
Commissioner included value of life con- 
tracts in decedent’s estate on ground 
that assignment constituted transfer 
With income retained. Executor paid de- 
ficiency and sued for refund. 

HELD: For estate. Although invest- 
ments were not true insurance, since no 
risk element to insurer was involved, 
life and annuity contracts were separate 
contracts. Therefore, proceeds of insur- 
ance contracts are not to be included in 
decedent’s estate as transfer with in- 
come retained. Fidelity - Philadelphia 
Trust Co., et. al., Exrs. v. Smith, D.C. 
E.D. Pa., June 27, 1956. 


LEGISLATION 


New charitable deduction for trust 
transfers where surviving spouse over 80. 


SEPTEMBER 1956 


Section 2055 providing for deductions for 
transfers for public, charitable and reli- 
gious uses has been amended to provide 
for new deduction where surviving 
spouse has right to trust income for life 
with power of appointment. In case of 
bequest in trust, if surviving spouse is 
entitled to all of net income for life and 
has power of appointment over corpus 
exercisable by will in favor of, among 
others, qualified charitable organizations, 
such bequest, reduced by value of life 
estate, will be deemed charitable trans- 
fer by decedent to extent power is exer- 
cised in favor of charity if: (1) no part 
of corpus is distributed to any benefici- 
ary during life of surviving spouse, (2) 
surviving spouse was over 80 at time of 
decedent’s death, (3) surviving spouse 
within one year of decedent’s death exe- 
cutes affidavit specifying organizations 
in favor of which power of appointment 
will be exercised and amount such or- 
ganizations are to receive, (4) such 
power is exercised in accordance with 
affidavit. P. L. 1011. 


Refunds allowed in special cases where 
life estate retained in pre-March 4, 1941 
transfers. 1939 Code has been amended 
to allow refunds under special circum- 
stances in estates of decedents dying. 
after February 10, 1939. Refunds were 
not provided for under remedial Techni- 
cal Changes Act of 1949. Where trans- 
fers, with life estate retained and rever- 
sionary interest of less than 5%, were 
made prior to March 3, 1931 and have 
been included in decedent’s estate, re- 
funds will be allowed on such transfers 
if claimed within one year after August 
11, 1956. P. L. 902. 


REVENUE RULINGS 


Income Tax: Approval required to 


change accounting period of employees’ 
trust. Employees’ pension trust of M 
Corporation was established as of July 
1st, thus requiring fiscal year of account- 
ing ending on June 30th. Corporation 
files on calendar year basis. Prior to 
1954 and pursuant to Regulations, cor- 
poration included as part of its return, 
necessary information of trust as of 
June 30th. 1954 Code now provides that 
trust shall file annual return. 


Service rules that in order for em- 
ployees’ trust, having established fiscal 
year of accounting, to file its return, 
Form 990-P, on same fiscal or calendar 
year as employer corporation, trust must 
change its annual accounting period, 
after first securing approval of Secre- 
tary of Treasury or his delegate, pur- 
suant to Section 442 of 1954 Code. Rev. 
Rul. 56-374, I.R.B. 1956-32, p. 36. 


A A A 


Texas Conference on 
Estate Planning 


The University of Texas School of 
Law will hold its Fourth Annual Tax 
Conference on Estates, Trusts, and Gifts, 
on October 18, 19, and 20, 1956. Specific 
topics to be discussed include: Funda- 
mentals of the Estate and Gift Taxes, 
Income Taxation of Trusts and Estates, 
and When Grantor or Third Person 
Other Than the Beneficiary is Taxable 
on the Income from a Trust. Other sub- 
jects include Steps in Arranging the 
Estate, Inter Vivos Gifts, Gifts to 
Minors, Flexibility by the Use of Trusts, 
Particular Will Clauses, Use of Insur- 
ance in Estate Planning, and _ the 
Warthan Case Result. In addition there 
will be a panel discussion of a fictitious 
estate showing how to achieve an objec- 
tive at the lowest possible tax cost. 
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Newspaper Advertising 


“Does a man with good eyes always 
see clearly?” inquires an ad from Oak 
Park (1ll.) Trust & Savings Bank, with 
a man pictured looking at an eye chart 
on which this question is spelled out. 
The text points out that acquisition of 
even a modest estate indicates good busi- 
ness vision, but asks about tax shrink- 
age and management for “what you 
leave.” “Do you see clearly just how 
this estate is going to help your heirs 
when you are gone?” 


“Try this Trust Test!” challenges an 
ad from Canada Trust Co., London, 
Ont., which lists five true-false questions. 
The reader is asked about the taxable 
income status of uncollected accounts of 
a professional man, whether a husband 
receives the estate of a wife who dies 
without a will, what a “trust-will” is, 
whether gifts made less than three years 
prior to death are subject to succession 
‘duties, and whether every trust company 
has an official guardian on its staff. The 
answers are given in fine print at the 
bottom of the ad. 


“What you will” entitles an ad from 
National Provincial Bank Limited, Lon- 
don, England, which lists some of the 
typical “responsibilities laid upon us as 
executors and trustees.” After comment- 
ing on the bank’s fitness to “handle 
your affairs with skill, courtesy and 
sympathetic understanding” the ad 
points out that “Our care for the best 
interests of your dependants can do 
much to alleviate your own care for 
their future.” 


“Atomic Energy: New Power for New 
England’s Progress” is discussed in a 
recent ad from Second Bank-State Street 
Trust Co., Boston. It reports “194 firms 
in New England making 434 different 
products for use in atomic development 
—one out of every seven firms in the 
U.S.A. engaged in such work.” Com- 
menting that the bank is “taking an 
active part in the progress and develop- 
ment in this area,” the ad invites dis- 
cussion of the “varied and useful bank- 
ing and trust services” provided for 
both personal and business needs. 


The ad was reproduced in a folder 
for mailed distribution to prospects. 


Booklets 


Illustrative cartoons appear on nearly 
every page of First National Bank of 
Atlanta’s new booklet, “The Many 
Things First National Can Do to Help 
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From First National of Atlanta booklet. 





You.” Trust services are interpreted as 
“how to live well after you’re gone and 
meantime, too.” The reader is assured 
that “nearly everybody, small or big, 
should have a will and a trust arrange- 
ment for the handling of his estate. 
Without them you may leave your fam- 
ily in a fine financial mess, what with 
today’s estate taxes and income taxes to 
pay, and perhaps many investment per- 
plexities to unsnarl.” 


“The first rule of estate planning,” 
the booklet observes, “is to get at it 
while you’re too busy.” . . . Small es- 
tates need trust handling just as much 
as large ones. “Maybe more. It will 
conserve your limited assets for your 
family’s real needs.” In connection with 
small estates the bank’s Common Trust 
Fund is described. . . . An agency ac- 
count with investment service is said by 
a cartoon to be “just like willing myself 
an income.” 


“Wartime Wills: Study in Obsoles- 
cence” is the August subject of Union & 
New Haven (Conn.) Trust Co.’s monthly 
Journal. After describing how GI wills 
were standardized, three sources of ob- 
solescence are presented: family changes, 
difficulty of finding and “proving” a 
will that old and possibly witnessed hun- 
dreds of miles from home, and changes 
in the testator’s financial situation. The 
leaflet contains also a blank GI will, a 
check sheet on the status of the reader’s 
will, and a “Prescription for a Success- 


ful Will.” 


A 16-page pamphlet describes “Ex- 
perienced Management for Your Invest- 
ments” as obtained through an agency 
account with Bank of America, N.T.& 
S.A. “The most progressive sign in 
modern investment,” the reader is told, 
“is the realization of the limitations of 
one-man judgment, and the wisdom of 
enlisting group judgment and organized 
facilities to supplement the ability of the 
individual investor. The Bank of 


America does not claim infallible judg. 
ment, or that it has a panacea for in. 
vestment ills. But the policy and pro. 
cedure that have conserved hundreds of 
millions of dollars of 
through the years stand ready to meet 


investments 


the investment problems of today and | 


The 


the uncertainties of the future.” 


bank’s set-up for handling real estate | 


as well as securities is presented, and it 7 


is pointed out that “The result (of 
agency service) is that many of our 
Agency customers name the Bank of 
America as executor and trustee. . . 


Forums 


The 1956 Women’s Finance Forum 
sponsored by the National City Bank oj 
Cleveland, and meeting on Thursdays 
in September, offers a combination of 
“outside” and “inside” speakers adding 
up to a wide coverage of personal and 
family financial matters. The Honorable 
Ivy Baker Priest, Treasurer of the 
United States, opened the Forum with 
an address on “Women and Money 
Management.” This was followed by 
the bank’s assistant vice president Rus- 
sel E. Vunderink with “It’s Your Estate 
—Plan It.” The next week Howard 
Whipple Green, director of Real Proper- 
ty Inventory of Metropolitan Cleveland 
was teamed with two bank vice presi- 
dents — Gilbert H. Palmer, who spoke 
on “Investing in Today’s Market” and 
Paul M. Minter, who presented “Your 
Home — A Sound Investment.” Sched- 
uled for the final address is Sylvia F. 
Porter, nationally syndicated columnist. 


Films 

A film, “Taking the Mystery out of 
Wills,” was shown to the Brookside 
Lions Club in Tulsa August 29 by Guy 
O. Bayless, Jr., trust officer of First Na 
tional Bank, who also made an address. 
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From Bank of America booklet. 
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FLEET ADMIRAL ERNEST J. KING left 


an estate of approximately $166,000 in- 


4 cluding his jointly held home valued at 
1 $25,000. Commander during World War 


II of the greatest aggregation of fighting 
ships, planes and men in history, Ad- 
miral King bequeathed all his “tangible, 
non-income producing personal property” 
to his wife and placed the rest of the 
estate in trust for her life income benefit 
with Washington Loan and Trust Co., 
since consolidated into The Riggs Na- 
tional Bank of Washington, D. C. In 
disposing of or acquiring investments, 
the trustee is to obtain the written ap- 
proval of a sdn, Ernest, Jr., a Navy 
Lieutenant at the time the codicil im- 
posing this requirement was executed. 


Upon Mrs. King’s death, the bank, 
which is also serving as executor, is to 
pay $500 each to five organizations in- 
cluding the Navy Relief Society. The 
Admiral’s seven children will then be 
permitted to select such few articles of 
personal property as they wish, with the 
remainder to go to the Naval Historical 
Foundation for disposition in the discre- 
tion of its trustees. The rest of the trust 
fund passes outright to the children and 
the issue of any deceased ones. 


HIRAM BINGHAM, former Republican 
Senator from Connecticut and a noted 
explorer, author and scholar, also named 
Washington Loan and Trust Co. (now 
Riggs National Bank) as co-executor and 
co-trustee under his will which disposes 
of an estate of approximately $870,000. 
Details are withheld in deference to the 
family’s wishes. 


Percy A, STAPLES, president of the 

















Hershey Chocolate Corporation, author- 
ized his executors and trustees — his 
wife and Hershey (Pa.) Trust Co., of 
which he was also president and chair- 
man — to expend up to $10,000 for the 
purchase of a cemetery plot and suitable 
memorial. They are directed to set apart 
Mrs. Staples’ outright benefit, out of 
property qualifying for the marital de- 
duction under the Federal estate tax law 
in effect at his death, that amount which 
together with all other qualifying inter- 
ests passing to her by the will or other- 
wise (all valued as finally determined in 
the estate tax proceedings) will entitle 
the estate to the maximum marital de- 
duction. A trust fund of $5,000 is set up 
for perpetual care of the burial plot and 
to place flowers on the grave of Milton 
S. Hershey, founder of the company. 


Legacies totalling $16,000 go to seven 
named persons, Another trust of $60,000 
is to pay the income to a brother of Mr. 
Staples for life and then to another 
brother, the principal passing to the lat- 
ter’s issue. It is provided that if the 
legacies mentioned in this paragraph ex- 
ceed one-half of the residuary estate, 
they are to abate pro rata. 


The residuary estate is put in trust 
to pay Mrs. Staples the income for life. 
At her death, the fund is to be divided 
into ten parts. The income from five 
parts is to be paid to her sister and the 
principal to her issue. Two parts are to 
be held to apply the income and principal 
for such charitable and educational pur- 
poses as the trustees may determine and 
they are to decide the extent to which 
such purposes will be best served by dis- 
tributing principal. The remaining three 
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parts go outright to a church, Massachu- 
setts Institute of Technology and a 
fraternity chapter. Mr. Staples provided 
that if he died within 30 days of the 
execution of the will (which would in- 
validate the charitable bequests) such 
bequests were to go instead to his sister- 
in-law. The fiduciaries are requested but 
not directed to employ the accounting 
firm which handled the testator’s ac- 
counting and tax matters during his life- 
time. 


Ceci. B. THOMAS, vice president of 
Chrysler Corp. and president of Chrysler 
Export Corp., left an estate of approxi- 
mately $1 million. Having no children 
and his wife having predeceased him, 
he bequeathed all but $45,000 thereof to 
his sister and two brothers. The named 
sum is divided equally among a niece, 
nephew and a friend of his wife. Detroit 
Bank & Trust Co. (under its predecessor 
title) was named executor. (Reprinted 
from August issue to show name of ex- 
ecutor.) 

A BA A 


e The total value of trusts under admin- 
istration at March 31, 1956 was esti- 
mated by R. P. Baulkwill, Public Trustee 
of England, to be £256,839,935. This 
compares with £264,688,737 a year 
earlier. Fees during the fiscal year in- 
creased by £5,990 to £542,014. During the 
year 422 new cases of a total value of 
£7,014,834 were accepted. 
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G URRENT LITERATURE. 


Book 








Estate Planning — Second Edition 


A. JAMES CASNER. Little, Brown & Co., 

Boston & Toronto. 1137 pp. $11.50. 

Although this volume is one in the pub- 
lisher’s law school casebook series, the 
wide acceptance of the 1953 edition as a 
practitioner’s manual as well as a teach- 
ing tool presages similar recognition of 
the current treatise. Users of these 
“Cases, Statutes, Text and Other Ma- 
terials” — the words of the subtitle — 
will want particularly to know how Pro- 
fessor Casner has treated the changes 
made by the Internal Revenue Code of 
1954. For example, on the 5% reversion- 
ary interest rule applicable to estate tax- 
ation of life insurance proceeds, he makes 
short shrift of the contention that the 
expectancy of an heir may be deemed a 
reversionary interest. 


The near doubling of the size of the 
first edition text is accounted for in large 
measure by the more than tenfold expan- 
sion of the subject of future interests and 
the rule against perpetuities. Treatment 
of powers of appointments is almost dou- 
bled. Sample problems are also more 
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plentifully interspersed — about 20% up 
to some 300. The first edition expériment 
with placing hypothetical (not necessar- 
ily model) estate plans in a supplement 
revised each year has been abandoned 
as the incidence of damage or loss was 
found too great. Instead typical plans are 
now incorporated in the volume itself, 
although supplementation will continue 
to be furnished to reflect changes in the 
law. 


For those not familiar with the original 
version, let it be mentioned that the book 
contains chapters on the will and re- 
vocable trust as instruments in the estate 
plan, as well as other types of trusts and 
family annuities. There is a detailed dis- 
cussion of life insurance settlement 
methods and a comparatively short (but 
welcome) treatment of employee and 
social security benefits. Naturally, the 
marital deduction comes in for analysis 
and here is where some of the author’s 
theories strongly appear. There is too a 
chapter on disposition of business inter- 
ests and farms. The concluding chapter 
deals with the factors determining the 
choice of fiduciaries. 


ARTICLES 


The Marital Deduction and Equali- 
zation under Federal Estate and 
Gift Taxes Between Common Law 
and Community Property States 


PAUL E. ANDERSON. Michigan Law Review, 
June 1956 (Ann Arbor; $1.50). 


The author presents a comprehensive 
analysis of the marital deduction against 
the experience of the past eight years to 
determine whether or not it has lived up 
to the basic purpose of equalization as 
implied in the title. He concludes that the 
marital deduction has fallen short of this 
goal, the major disparity being that it 
is a function of only one spouse’s estate 
and not of the total estate of both 
spouses as is true with community prop- 
erty. More discrepancies exist as the re- 
sult in part of “the ingenuity of estate 
planners,” devices to avoid the termin- 
able interest rule being cited. 


Recognizing the essential justice of the 
marital deduction concept, the writer 


recommends a number of revisions, 
Among these are the elimination of the 
terminable interest rule, certainty of tax. 


ation of the exempt property in the sur. | 
viving spouse’s estate, correction of the | 


estate and gift taxes and making the 


deduction one-half of the total estate of | 


both spouses. 


Corpus Expenses — A Fiduciary’s | 


Dilemma 


IRWIN M. THROPE. New York Certified Pub. 
lic Accountant, August 1956 (677 Fifth Ave., 
New York 22; 50¢). 


The 1954 Internal Revenue Code makes 
it possible for a trust income beneficiary 
to benefit taxwise from the fact that the 
fiduciary incurred expenses charged to 
corpus. In doing so, the law creates a 
problem of conflicting interests between 
life tenant and remainderman which may 
result in surcharge to the fiduciary. The 
author presents some typical situations 
and some ways out of the dilemma. 


OTHER ARTICLES 


Tax Problems in Connection with Buy 
and Sell Agreements Involving Corporate 
Stock, by Eugene H. Dupee, Jr.: Jilinois 
Bar Journal, July 1956 (424 S. Second 
St., Springfield; $1) 


Amenability to Suit of Foreign Execu- 
tors, Comment: Columbia Law Review, 
June 1956 (Morningside Heights, New 
York 27; $1.25) 


Dividends and Stock Redemptions 
(under 1954 Code), by Mark E. Richard- 
son: Journal of Accountancy, Aug. 1956 
(270 Madison Ave., New York 16; 75¢) 


1956 Legislative Changes in Fiduciary 
Commissions (New York), by Lawrence 
Dick: New York Certified Public Ac- 
countant, Aug. 1956 (677 Fifth Ave., 
New York 22; 50¢) 


Survey of Opinions of Ohio Supreme 


Court in 1955 (Trusts), Note: Univ. of 
Cincinnati Law Review, Spring 1956 
(Cincinnati; $1) 


Survey of South Carolina Law, 1954- 
1955 (Trusts and Wills) by Coleman 
Karesh: South Carolina Law Review, 
Fall 1955 (Columbia 1; $1) 
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Pennsylvania Trust Committee 
Chairmen Named — New 
Education Committee 
Organized 


Chairman of committees of the Trust 
Division of the Pennsylvania Bankers 
Association for the coming year have 
been named by Division Chairman H. 
Townsend Bongardt, vice _ president, 
Tradesmens Bank & Trust Co., Philadel- 
phia. 

Cooperation With the Bar: H. Wood- 
ward McDowell, vice president and trust 
officer, Central-Penn National Bank of 
Philadelphia. 


Costs and Charges: J. W. Woerner, 
vice president, Girard Trust Corn Ex- 
change Bank, Philadelphia. 

Law of Decedents Estates and Trusts: 
William L. Muttart, assistant vice presi- 
dent, Provident Trust Co. of Philadel- 
phia. 

Smaller Trust Departments: Joseph E. 
Fox, assistant vice president and trust 
officer, Altoona Trust Co. 


Taxation: William E. Magee, trust offi- 
cer, Mellon National Bank & Trust Co., 
Pittsburgh. 


Trust Department Operations: John A. 
Cost, assistant vice president, Fidelity- 
Philadelphia Trust Co. 


Trust Development: William J. Cope- 
land, vice president and trust officer, 
Peoples First National Bank & Trust 
Co., Pittsburgh. 


Trust Education: William E. Abel, 
vice president and trust officer, Barclay- 
Westmoreland Trust Co., Greensburg. 


Trust Investments: D. R. Atherton, Jr., 
vice president, Third National Bank & 
Trust Co., Scranton. 


The Trust Education Committee, just 
organized, will be responsible for devel- 
oping the curriculum and arrangements 
for a Trust Department Training School, 
a new Division activity which will be 
held at The Pennsylvania State Uni- 
versity, June 23-28, 1957. 


Three Pennsylvania members were 
designated for the Tri-State Conference 
(N. J., N. Y., Pa.) : Samuel F. Rockafel- 
low, chairman, president, Easton Trust 
Co.; Robert E. MacDougall, vice presi- 
dent, Girard Trust Corn Exchange Bank, 
Philadelphia; and Reuben R. Myers, 
trust officer, Quakertown office, Bucks 
County Bank & Trust Co., Perkasie. 


A oa & 


California Trust Committee 
Chairmen Announced 


The following appointments of com- 
mittee chairman for the California Bank- 
ers Association Trust Division have been 
announced by division chairman El- 
dridge H. Booth, Jr., senior vice president 
and trust officer, Title Insurance & Trust 
Co.. Los Angeles: 


SEPTEMBER 1956 


Fiduciary Insurance — Alfred T. H. 
Hartwell, Jr., assistant trust officer, Un- 
ion Bank & Trust Co., Los Angeles; 
Legislation — T. B. Williams, vice presi- 
dent and trust officer, Security-First Na- 
tional Bank, Los Angeles; Public and 
Community Relations — F. Miles Flint, 
trust officer, Citizens National Trust & 
Savings Bank, Los Angeles; Taxation — 
M. Freis, vice president and assistant 
trust officer, Farmers & Merchants Na- 
tional Bank, Los Angeles; Investments 
—J. C. Wright, vice president and as- 
sistant trust officer, Farmers & Mer- 
chants National Bank; Trust Operations 
and Administration — Ray M. Bartee, 
vice president, Security-First National 
Bank; Preservation of Records — A. J. 
Warrack, assistant trust officer, Crocker- 
Anglo National Bank, San Francisco. 


A A A 


St. Louis Banks Participate 
in Mid-America Jubilee 


To dramatize the contribution of bank- 
ing and finance to the economic growth 
of the St. Louis area, banks have joined 
with insurance and investment companies 
to underwrite a Finance Building at the 
Mid-America Jubilee — an annual com- 
prehensive city-county spectacular. 


Trust services will be emphasized in a 
display panel. Other exhibits will point 
out the advantages of banking by mail, 
borrowing from banks, saving with 
banks, and using banks as a source of 
business and personal financial counsel. 
A coin sorter and other banking equip- 
ment will be on exhibit, and a special 
scale will show visitors their weight in 
gold. 


The investment banking exhibit will 
dramatize the role of investors in our 
economy, and a Translux installation 
will explain the mechanics of buying and 
selling securities. The insurance exhibit 
will tell the story of protection of proper- 
ty and possessions by casualty insurance 
as well as the contribution life insurance 
makes to the security and well-being of 
the average American family. 


The Finance Building committee is 
headed by C. Arthur Hemminger, vice 
president and public relations director of 
First National Bank, and the treasurer 
is Arthur L. Locatell, president of Tower 
Grove Bank & Trust Co. and of the St. 
Louis Clearing House Association. 


The Jubilee, of which the Finance 
Building is a part, is supported by 
$400,000 raised by St. Louis businessmen 
and industrialists to portray area prog- 
ress in business, industry, agriculture, 
government and the arts. It is located 
along the riverfront because of the vital 
role played by the Mississippi River in 
the economic growth of the community, 
and because this will be the ultimate site 
of the Jefferson National Expansion 
Memorial. The Jubilee will be open to 
the public throughout September. 





- from a 
by rr Officer's Diary 





® Asked about marital status in an in- 
come tax questionnaire, a beneficiary re- 
plied, “We are a peace-loving family. 
No one in my husband’s or my family 
has worn a uniform or been in military 
service for four generations.” 


® While in the prime of life a man pub- 
lished his will in the local papers, leav- 
ing half a million dollars to various 
philanthropic organizations. He was 
given a testimonial dinner by the Cham- 
ber of Commerce and became public- 
spirited citizen No. 1. When the trust 
officer broke the seal on the will — with 
representatives of the charities waiting 
on the doorstep — it bore a date one 
day later than the published document, 
revoked all charitable bequests, and left 


the entire estate to distant relatives. 
Had his cake and ate it too. 
® Excerpts from wills — “Out of the 


sale of my property I wish to give $300 
to the Doe County Humane Society with 
the request that they find good homes 
for my three cats, Flossie, Blue Belle and 
Fluffball . .. I give all my books and 
manuscripts to the University of Doe. 
My manuscripts include a finished novel 
entitled “The Master Race’ or “Those 
Germans,” and an unfinished biography 
of President Roosevelt, which I hope 
someone will finish ...I wish to have 
letters written to Mrs. Smith and Mr. 
Jones asking them to give up their dis- 
honest ways and prepare their souls for 
the Heavenly Kingdom ...I have hordes 
of mean and greedy relatives by the 
name of Smith living in various distant 
states. They have never done anything 
for me but give me trouble all my life, 
and for years have been watching like 
a hawk for me to die, so they can grab 
everything They begrudge every 
dollar I spend on myself and my cats, 
: If my entire estate were to be 
divided among them and their share per 
capita, after the executor’s fees and 
estate taxes are taken out, should amount 
to one dollar, they would still consider: 
it worth fighting for just to get some- 
thing for nothing. I hope this will can be: 
executed before they hear of my death,. 
so that they will not start trouble. . .”’ 


Editor’s Note: Any interesting leaves; 

from your diary? 
A A A 

e “We again report a very satisfactory: 
year for our Trust Department, which 
improved its earnings by some 30%,” the 
annual report of the Bank of Bermuda, 
Limited, states in its summary of the 
fiscal year ending June 30, 1956. Trust 
department income was £53,950 compared’ 
with £43,155 the year before. 
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ADEMPTION — Purchase of P.O.D. DISTRIBUTION — Application of 


Bonds in Amount of 
Adeemed Latter 


Maryland—Court of Appeals 
Colley v. Britton, 123 A. 2d 296, June 8, 1956. 


Legacy 


This was a petition by a residuary 
legatee to set aside an order approving 
the final administration account of an 
executrix. The testatrix, after execution 
of her will bequeathing $2000 to a named 
friend, caused U. S. Government bonds 
in the amount of $2000 to be re-issued to 
herself payable on death to the afore- 
mentioned legatee in the will. The peti- 
tioner contended that the legacy was 
adeemed when the $2000 in bonds became 
the property of the legatee and further 
that an attorney’s fee of $500 should not 
have been allowed as no legal services 
were rendered to the estate. The 
Orphans’ Court dismissed the petition. 


HELD: Reversed and remanded. When 
in his life time a testator pays to a lega- 
tee the amount of money given by a 
will and such payment is intended to 
be in satisfaction of the legacy the legacy 
is thereby adeemed. It was the intention 
of the testatrix here that the transfer 
of the bonds constitute an ademption of 
the bequest; hence the $2000 bequest 
should not have been allowed in the ad- 
ministration account. 

The attorney’s fee was also improper; 
the services rendered to the estate were 
purely those of an executrix. 


Statute Governing Descent of In- 
fant’s Real Estate Acquired from 
Parent 


Kentucky—Court of Appeals 
White v. Hogge, 291 S.W. 2d 22. 


Robert Fyffe executed a will in April 
1948 in which he devised his entire 
estate to his second wife and to his three 
children by her, Guar, Homer and Cassie, 
in equal shares, with provision that upon 
her remarriage the wife’s share should 
go to the three children. Four children 
by his first wife were expressly excluded 
from any share in the estate. In August 
of that year the decedent executed deeds, 
in which his wife joined, conveying one 
tract of land to Guar and the remaining 
tracts to Homer and Cassie. Each deed 
reserved “life control,’ including all 
rents and royalties from oil and gas, to 
the grantors, but provided that after the 
death of both grantors or the death of 
the decedent and the remarriage of his 
widow the life control should terminate 
and all such rents and royalties should 
pass in equal shares to the three chil- 
dren. 


At the time of the execution of the 
deeds the children were 10, 6 and 2% 
years of age, respectively. Following the 
execution of the deeds, the decedent’s 
wife, at his request, put them in a lock 
box at the bank, which contained his 
will. He had arranged for the rental of 
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the box, but she kept the key in her pos. 
session. In March 1950 the decedent died, 
The widow removed the deeds and had 
them recorded. In 1953 she remarvied, 
and in 1954 Guar died intestate. 


At the time of the death of Guar, Sec. | 


tion 391.020(2) of the Statutes pro. 
vided that upon the death of an infant 
without issue real estate derived by gift, 
devise or descent from one of his par. 
ents should descend to that parent and 
the parent’s kindred, or, if none, to the 
other parent and the other parent’s kin- 
dred. Section 391.050 of the Statutes pro. 
vided that collaterals of the half blood 
shall inherit only one-half as much as 
those of the whole blood. 


HELD: (1) The deeds (a) being vol- 
untary family settlement deeds, (b) con- 
taining a reservation of life estate, (c) 
being to infants and from a parent, and 
(d) having been given into the possession 
of a partial grantee, all circumstances 
indicating an intention of delivery, and 
the decedent not having exercised any 
further control over the deeds or having 
done any act inconsistent with an ef- 
fective conveyance, a valid delivery was 
effected; (2) Since each deed named only 
one of the children as grantee, the at- 
tempted disposition of oil and gas royal- 
ties to the three children by deed was 
ineffective and these royalties passed un- 
der the will; and (3) Under section 
391.020(2), referred to above, descent is 
determined in accordance with the rela- 
tionship of the kindred to the parent 
rather than to the deceased child, and 
the four children by the previous mar- 
riage and Guar’s two full brothers should 
share equally in his estate. 


In so holding, the Court overruled an 
earlier decision in which both statutes 
had been applied, under similar circun- 
stances, on the theory that the purpose of 
section 391.020(2) was merely to ex- 
clude maternal kindred, and that the 
brothers and sisters of the deceased in- 
fant took as collaterals of the infant, not 
as descendants of the parent. 


FIDUCIARIES — Co-trustee Entitled to 
Notice on Appointment of Succes- 
sor Trustee 


Missouri—Springfield Court of Appeals 
In re Jackson’s Will, 291 S.W. 2d 214. 


Testator left a will giving the remain- 
der of his estate to one Luna and one 
Landis, in trust to pay the income to 
Luna and one Lummis until the death 
of the survivor, remainder free of trust 
to a niece and nephew of testator. The 
two trustees were required by the will 
to give bond and make annual settlement 
with the circuit court. The will provided 
that if Luna should not act, then Landis 
would be sole trustee, but if Landis 
should not act a successor to him should 
be appointed by the circuit court. One 
of the income beneficiaries petitioned the 


TRUSTS AND Est \TES 


circu 
Fcesso 


9 Lanc 



































test 





SE 





)0S- 
ied, 
had 
ied, 


3ec- 
TO- 
ant 
rift, 
ar- 
and 
the 

kin- 
oro. 
lood 
as 


vol- 
con- 

(c) 
and 
sion 
nces 
and 
any 
ving 

ef- 
was 
only 


yyal- 
was 
un- 
tion 
it is 
rela- 
rent 
and 
nar- 
ould 


1 an 
utes 
‘um- 
se of 

ex- 

the 
| in- 
, not 


d to 
CeS- 


\ain- 

one 
e to 
eath 
rust 

The 

will 
ment 
ided 
ndis 
ndis 
ould 
One 
| the 


(TES 





circuit court for appointment of a suc- 
cessor to Landis, on the ground that 
Landis was refusing to act as trustee. 
Landis filed with the court a “refusal to 


Jact as trustee,” whereupon the court 
Jentered an order appointing one Lummis 
Fto take his place as co-trustee. Luna 


sought to have this order set aside on 
the ground of lack of notice. This mo- 
tion was overruled. 


HELD: Order appointing co-trustee 
set aside, and cause remanded. A testator 
may appoint the person of his choice as 
trustee. Such person takes under au- 
thority of the will and without necessity 
of notice to or permission from anyone, 
and not by reason of appointment or 
confirmation of court. But the rule is 
different in respect to a successor trus- 
tee. Secs. 456.190 and 456.200 R.S. Mo. 
1949, V.A.M.S., providing for appoint- 
ment of successors, are not applicable to 
testamentary trusts. A trustee who has 
once entered upon his duties cannot re- 
sign except in accordance with the terms 
of the will, or with the consent of all 
persons interested beneficially or legally, 
or by order of court after due notice of 
the application to resign. 


Plaintiff co-trustee was entitled to 
notice of the application to resign. 


Plaintiff co-trustee was entitled to 
notice in the matter of appointing a 
successor to the other co-trustee. Luna 
had interests which were affected both 
as beneficiary and as trustee in protect- 
ing the estate for all of the beneficiaries 
and the remaindermen. He, as a party 
to the proceeding then pending, was en- 
titled to offer his views on the matter, 
both as to the validity of the resignation 
and on the question of the unsuitability 
of the person proposed to be appointed 
as successor. If he was entitled to be 
heard he was entitled to notice. 


The lack of notice to the co-trustee 
was harmful error. 


Although it is not uncommon for the 
settlor to do so, the court will not 
ordinarily appoint one having a bene- 
ficial interest, nor one who is closely 
associated or a near relative of one of 
the beneficiaries. 


The wishes of the remaining trustee 
should be given consideration, although 
he may not name the successor (either 
by insisting upon the appointment of one 
certain person or unreasonably objecting 
to others who may be suggested). 


INVESTMENTS — Corporate Trustee 
Which Converted Securities into 
Cash and Left Cash in Commercial 
Department Three Years Held Lia- 
ble 


Massachusetts—Supreme Judicial Court 


New England Trust Co. v. Triggs, 1956 A.S. 
771; June 15, 1956. 


The will gave the homestead to the 
testator’s wife Abigail for life, remain- 
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Bo Brown in The Christian Science Monitor 


“Since we put up that sign, nobody’s 
done a lick of work.” 





der to the town of Hudson for a home 
for aged and indigent people. It also gave 
$200,000 to trustees to pay the income to 
the wife for life and on her death to 
pay $100,000 to the Town for the upkeep 
of the home and the “remaining hundred 
thousand dollars” to certain legatees. 
Abigail died in 1948, at which time the 
trust fund amounted to only $165,000. 
It was not until 1951 that the probate 
court decided that the trust fund should 
be divided to the Town and half to the 
legatees. Distribution was ordered and 
made on June 25 in that year. 


In the meantime, in 1948 and 1949 the 
trustees converted about three-fourths of 
the trust fund into cash and deposited 
it in the commercial account of the bank 
in a special account entitled “The New 
England Trust Company, Trustee, Ex- 
ecutor, Guardian, and so forth,” where 
it remained uninvested until the distri- 
bution in 1951. The probate judge, in 
surcharging the trustees $32,513, based 
it on a finding that the premature sale of 
the securities and the deposit of the cash 
in the commercial department of the 
bank was a wilful breach of trust. The 
trust contained a provision to the effect 
that the trustees should be liable only 
for wilful defaults and not for errors 
of judgment. The probate judge had 
found that the bank had violated the 
terms of the will for its own benefit. 


HELD: Reversed. The sale of the 
securities was within the power of the 
trustees. Likewise a decision to remove 


the trust assets from the risk of market 
fluctuations was within their reasonable 
discretion, even though a decision not 
to sell would have likewise been within 
their discretion, and perhaps a better 
one. The decision to sell was made on 
the advice of counsel. At first it was 
proper to hold the proceeds in cash as it 
was thought that the issues could be sat- 
isfied quickly, but by the latter part of 
1948 it was evident that there would be 
some delay, and reasonable prudence re- 
quired that the cash be put to work. But 
whether or not the withholding of capital 
funds was a breach of trust the exculpa- 
tory clause protected them from lia- 
bility for so doing. Accordingly except 
for the deposit and retention of the 
funds in the commercial department of 
the trust company there was no basis for 
the surcharge of the trustees. 


The deposit of trust funds in the com- 
mercial department of the trust -com- 
pany is permitted by G. L. 172, §54A, 
and the by-laws of the bank, provided the 
requisite security is deposited, even 
though the bank is not sole trustee. Like- 
wise there was no impropriety in de- 
positing the funds, with other trust 
funds awaiting investment or distribu- 
tion, in a single fiduciary account, where 
the separate interests are noted at all 
times in the deposit and in the securities 
which secured the funds. 


However, there is a temptation to leave 
the money longer than necessary, since 
the bank makes a profit by lending it. 
In this case, however, there did not ap- 
pear to have been a conscious intent to 
profit through overlong withholding of 
the cash from investment, or any bad 
faith. But an exculpatory clause in the 
trust instrument is not effective to re- 
lieve a trustee from liability for any 
profit which the trustee has derived from 
a breach of trust. And whether or not 
the failure to invest would be a breach 
of trust in the absence of profit, there 
is a liability to account for the profits 
which resulted from the withholding, or 
alternatively, at the election of the bene- 
ficiaries, the fair value of the use of 
the money after the date when the money 
should have been invested, namely, 
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October 1, 1948, as to the proceeds 
of sale of securities, and November 
1, 1949, as to the proceeds of the 
redemption of the G bonds, to June 25, 
1951, the date of the decree for distribu- 
tion. The allocated profits or interest 
should be compounded on the basis of 
each profit reckoning period as to the 
first alternative and annually as to the 
second. 


The amount thus found would carry 
interest at the legal rate from September 
19, 1951, when distribution actually was 
begun. Accordingly the case should be 
remanded to the probate court to deter- 
mine either the net profits of the com- 
mercial department or the fair value of 
the use of the money. 

There was no basis for charging the 
trustees with the cash equivalent of the 
securities if they had been held or what 
they would have yielded if held. 


JOINT TENANCY — Savings Account 
Does Not Necessarily Pass to Sur- 
vivor 

Florida—Supreme Court 
Spark v. Canny, 88 So. 2d 307. 


The decedent had three daughters, all 
of whom lived in other states. The dece- 
dent was of an advanced age and, ap- 
proximately six months before her death, 
one of the daughters came to live with 
and care for the decedent. At that time 
she changed a savings account to a 
joint account with that daughter with 
right of survivorship. Upon her death 
one of the other daughters brought a 
suit to have the joint account declared 
a part of decedent’s estate. The lower 
court held in favor of the defendant. 

HELD: Reversed. The creation of a 
joint account by one person for herself 
and another with right of survivorship 


must be accompanied by a donative in- 
tent. In holding so for the first time the 
Court conceded that the rules relating 
to inter vivos gifts could not be strictly 
enforced because the essential element of 
surrender of dominion and control is 
absent as is the requirement that there 
be a delivery of the gift. However, the 
third element for an inter vivos gift, 
that of donative intent, is required. 


“***where a joint bank account with 
right of survivorship is established with 
funds of one person, as here, a gift of the 
in the account at the 
death of the creator of the joint account 


funds remaining 


is presumed; but such presumption is re- 

buttable and may be overcome by clear 

and convincing evidence to the contrary.” 
Joint TENANCY — Survivorship 
Right Can Be Expressly Created 
in Face of Statute 


Washington Supreme Court 
In re Webb’s Estate, 297 P. 2d 948. 


Kidder, a married man, and Webb, a 
bachelor, his half brother, were saving 
money to purchase a chicken ranch to 
operate together on Kidder’s retirement 
due in 1955. For this purpose, a joint 
savings account was opened in 1951. Each 
contributed funds to the account. The 
signature card, signed by both, and in 
the bank’s possession when Webb died 
in 1954, provided for the withdrawal by 
either, or the survivor. The amount of 
deposit at Webb’s death was $8,895.60 of 
which $4,850.85 represented funds de- 
posited by Webb, with accumulated in- 
terest. 


Kidder withdrew the entire amount 
after Webb’s death and claimed it by 
right of survivorship. He was appointed 
administrator of Webb’s estate, and did 
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not inventory the account. One of Webb’s 
heirs sought in the probate proceedings 
to compel Kidder to inventory Webb’s 
interest in the joint account. The triaj 
court ordered the administrator to in- 
ventory $4,850.85 of the account as part 
of the estate. 


HELD: Reversed. The 1951 statute 
(Section 1, Chapter 18, Laws of 1951) 
authorizing survivorship of joint bank 
accounts in national banks under certain 
circumstances was held not to apply 
since the statute was not retroactive. 
The court stated: “We have held, in the 
absence of such a statute and despite 
another statute abolishing the right of 
survivorship as an incident to joint ten- 
ancy (Laws of 1885, §1, p. 165; Rem. 
Rev. Stat., $1344), that parties can, by 
express contract, create a joint tenancy 
with a right of survivorship. The fact 
that the fund was to be used for a 
specific purpose, if both survived, is 
not inconsistent with a joint tenancy. 
The fact that Kidder was beneficiary of 
Webb’s union insurance and union wel- 
fare account further support the con- 
clusion that Webb intended Kidder to 
have the money if he died before the 
chicken ranch was purchased. 


The trial court regarded the fact that 
Kidder deposited community funds in 
the account as indicating that Kidder 
did not intend to deprive his wife and 
children of the funds in the event of 
his death, and that survivorship was not 
intended. But the wife’s right to recover 
community funds deposited by her hus- 
band with a third person is not decisive 
of this case. The contract of deposit is 
valid, and the depositor is entitled to 
retain the amounts he holds pursuant to 
the deposit agreement, except to the ex- 
tent the community property law inter- 
venes and prevents it. No rights superior 
to those of Kidder can be asserted by 
Webb’s heirs, and Kidder is entitled to 
the funds. 


Note: The case did not involve §11.04- 
070 R.C.W. as amended by Chapter 270, 
§1, 1953 Session Laws, limiting the right 
“of parties” to create a joint tenancy 
with right of survivorship by express 
agreement except in certain situations. 


JURISDICTION — Probate Court Could 
Not Modify Decree After Time for 
Appeal 


Kansas—Supreme Court 
In re Estate of Burling, 179 Kan. 687. 


Hearing on a Petition for Final Settle- 
ment of decedent’s estate was held De 
cember 16, 1953. The property was 
ordered distributed to the devisees in 
accordance with the terms of the will 
and the journal entry of final settlement 
provided that upon the filing of receipts 
showing the payment and distribution 
above provided for, and the payment of 
court costs, the executor should be finally 
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discharged. The journal entry provided 
among other things that the real estate 
was assigned to the life tenant, Emma 
E. Burling, for the term of her natural 
life, for her use, and the remainder in- 
terest in said real estate in fee simple to 
named individuals. 


On April 27, 1954, the probate court 
made a further order by an instrument 
entitled “Order Discharging Executor.” 
The final paragraph appointed a trustee 
of personal property. On June 16, 1955, 
the district court filed a written mem- 
orandum opinion finding that the “Order 
Discharging Executor” should be modi- 
fied by vacating that part thereof which 
directed the income from the real estate 
to be held in trust but that otherwise the 
probate court had jurisdiction to create 
the trust; that the remainder of the order 
discharging executor placing the personal 
property in trust should be sustained, 
and the trust and the trustee be subject 
to the supervision and control of the 
probate court, and that the order dis- 
charging executor did not authorize the 
sale of any of the trust property. 


HELD: Reversed. For thirty days the 
probate court had control of this decree 
and within this time an appeal could 
have been taken by the person aggrieved. 
Thereafter, the probate court lost con- 
trol of its judgment and final settlement, 
and the assignment of the estate’s prop- 
erty made could not be vacated or modi- 
fied except for fraud or other causes pro- 
vided in the code of civil procedure, and 
then only upon motion and notice as pro- 
vided in G. S. 1949, 60-3007 to 60-3015, 
inclusive, and except for a void judgment 
or decree which may be vacated at any 
time on motion by any person affected 
thereby. 


After the probate court lost such con- 
trol, the only order it could further make 
was to finally discharge the executor 
upon his filing receipts for sums of 
money ordered disbursed by the journal 
entry of final settlement or to require 
the life tenant to give bond. The fact 
that the executor delayed in filing such 
receipts until April 27, 1954, did not 
prevent the judgment of final settlement 
from becoming final and absolute. Clear- 
ly, the probate court did not have power 
to create the purported trust and appoint 
the trustee on April 27, 1954. This is a 
power to be exercised by the probate 
court on or before the final settlement 
of the estate and cannot be exercised 
thereafter. The attempt to do so is clear- 
ly a modification of the judgment of final 
settlement and a complete departure 
therefrom. 


The order being void, the appellant was 
entiled to maintain his petition; and to 
have that part of the order purporting to 
create and appoint a trustee set aside; to 
have the trustee discharged; and the 
property restored to the life tenant. 
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JURISDICTION — Second Will May 
Not Be Probated in Another Court 


Colorado—Supreme Court 
Vilm v. Vilm, 299 P. 2d 513. 


Testator had executed two wills, both 
of which were lodged in the County Court 
of Jefferson County. One of the wills 
was duly probated in Jefferson County 
with notice to the petitioner in the pres- 
ent case and the estate duly administered, 
closed and distributed. Thereafter the 
unprobated will on petition of Jack Vilm 
was transferred to the County Court of 
Denver. Subsequently Claude Vilm peti- 
tioned the court in Denver to probate the 
unprobated will. Objection was made on 
the ground that the other will had been 
duly probated in Jefferson County, and 
the estate was duly administered and 
distribution made in Jefferson County. 
The petitioners contended that the de- 
ceased died in Denver, and that the 
County Court of Jefferson County never 
had jurisdiction. 


HELD: The petition for the probate 
of the unprobated will in the City and 
County of Denver was properly dis- 
missed. This is an attack on the final 
decree in the Jefferson County Court pro- 
ceeding in which matter the petitioner 
had timely notice and also appeared and 
filed objections and was heard. These ob- 
jections being disposed of he receipted 
for his share of the estate in accordance 
with the decree of the Jefferson County 
Court. Under these circumstances he 
cannot attack the Jefferson County pro- 
bate proceedings in a different court. 


LIFE TENANT & REMAINDERMAN — 
Effect on Remainderman’s Interest 
of Purchase by Life Tenant from 
Purchaser at Void Foreclosure Sale 


Minneosta—Supreme Court 
Browning v. Browning, 76 N.W. 2d 100. 


The real estate in question was as- 
signed by a 1929 decree of distribution to 
intestate’s widow for her life with re- 
mainder in fee to intestate’s adult son 
by a former marriage. The real estate 
was subject to a mortgage which was 
past due at intestate’s death. The mort- 
gagees commenced a foreclosure action 
and a judgment of foreclosure was 
entered in 1934. A jurisdictional defect 
in service in the foreclosure action was 
not discovered until the present action. 
In 19385 the mortgagees purchased the 
property at the foreclosure sale, and in 
1936, after the hearing for redemption 
had expired they conveyed the property 
to the widow. The widow paid the entire 
consideration for the purchase from the 
mortgagees. Although the son had actual 
knowledge of all these proceedings and 
transactions, he made no effort to con- 
tribute toward the purchase of the prop- 
erty and to protect his interests until 
1952, when he commenced this action 
against the widow and her vendee under 
a contract for deed, requesting a declara- 
tory judgment determining the rights of 
the parties. The son contended that the 
widow’s interest was only that of a 
life tenant. Judgment for plaintiff was 
entered. 


HELD: Reversed. A life tenant who 
purchases an encumbrance upon or ad- 
verse title to property will be regarded 
as having made the purchase for the 
joint benefit of himself and the re- 
mainderman, if the remainderman con- 
tributes his share of the purchase price. 
This rule implies that unless there is 
such contribution the remainderman 
takes nothing. The son’s right to make 
such a contribution was barred in 1951 
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on two theories: (a) that the widow be- 
came a mortgagee in possession through 
the conveyance from the purchasers at 
the abortive foreclosure sale in 1936; and 
(b) that the limitation on the son’s right 
to exercise his equity of redemption is 
the statutory limitation on foreclosure by 
action, 15 years. Therefore, the widow 
was vested with an absolute legal title in 
fee in 1951. 


POWERS OF APPOINTMENT — Implied 
Exercise in Favor of Donee’s Estate 


California—District Court of Appeal 

Estate of Masson, 142 A.C.A. 577 (June 25, 

1956). 

Masson’s will set up a trust in the 
residue of his estate to pay to his daugh- 
ter Adele certain sums for life and pro- 
vided: 


“(b) This trust shall cease and termi- 
nate upon the death of my daughter, Adele 
Masson, who shall have the power of dis- 
posing of the corpus of this Trust after 
her death by her Last Will and Testament 
and upon her death the corpus shall vest 
as designated by her in her said Will.” 


Adele’s will provided: 


“My father’s estate, now in charge of 
Wells Fargo Bank, I bequeath to which- 
ever American society, which, in the dis- 
cretion of my executors, does best research 
into the diseases of old age (geriatrics) .” 
(Italics supplied.) 


On a petition of the trustees under 
Masson’s will for instructions, the Su- 
perior Court made an order to the effect 
(1) that the trust corpus was not sub- 
ject to the claims of Adele’s creditors; 
(2) that it should not be delivered to 
Adele’s executors but should be paid di- 
rectly by the trustees to the persons and 
in the amounts provided in Adele’s will 
(this referred to specific sums which by 
a codicil Adele had directed to be paid 
out of the trust fund to certain persons); 
and (3) that the residue should be dis- 
tributed as designated by Adele’s execu- 
tors. 


HELD: Reversed. Appointees of a 
power of appointment take directly from 
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the trustees and not through the estate 
of the donee. However, the donee of a 
general power may appoint to the donee’s 
estate, to be administered and distributed 
by the donee’s executors in the manner 
designated in the donee’s will. The clause 
quoted above from Adele’s will showed 
that she intended the property to be- 
come a part of her estate, to be dealt 
with by her executors in the manner 
provided. 


The trustees should deliver the prop- 
erty to Adele’s executors. Such trust 
property will be liable only for such por- 
tion of her debts as cannot be paid from 
her personal estate, citing Re Howald’s 
Trust, 65 Ohio App. 191, 29 N.E. 2d 575. 


POWERS OF APPOINTMENT Re- 
served by Testator Did Not Create 
Imperative Trust 


New York—Appellate Division, Second Dept. 
Matter of Fabbri, 152 N.Y.S. 2d 100. 

The income of a testamentary trust 
was directed to be paid to a designated 
life-beneficiary, and upon her death (be- 
fore or after the testator) the principal 
of the trust was directed to be distribu- 
ted to such issue of her daughter as the 
testator might designate in writing. The 
testator made no such designation, and 
at the life-beneficiary’s death there were 
two living children of her daughter. The 
Surrogate determined that the testator 
had reserved to himself a special power 
in trust limited in favor of a specific 
class, from which arose an imperative 
trust in favor of the two children of the 
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life-beneficiary’s daughter; and directed 
distribution to them. 


HELD: Reversed. Assuming, but not 
deciding, that the testator reserved a 
power to appoint the remaindermen, the 
power was neither in trust nor impera- 
tive. The testator could have revoked 
the will, or made a codicil, excluding 
the children of the _ life-beneficiary’s 
daughter. Moreover, he could have desig- 
nated such children as takers only by 
way of a new will or codicil. The re. 
mainder therefore passed to the testa. 
tor’s intestate distributees. 
REVOCATION — Doctrine of De. 

pendent Relative Revocation Not 

Applied 

Georgia—Supreme Court 
Cash v. Cash, 212 Ga. 416. 


Will offered for probate was caveated 
on the ground that a subsequent lost 
will contained a clause revoking all prior 
wills. The issue was decided for caveat- 
ors by a jury. 


HELD: Affirmed. When a testator ex- 
ecutes a valid will containing a clause 
expressly revoking all former wills made 
by him, such revocation takes effect im- 
mediately and is in no way dependent 
upon the ultimate fate of the later will. 
In this case, however, the testimony of 
the witness who claimed to have drawn 
last will which was lost was such that 
jury was authorized to disbelieve him. 


SPOUSE’S RIGHTS — Election Against 
Insurance Trust Permitted 


Pennsylvania—Supreme Court 
Brown Estate, 384 Pa. 99. 


In 1942, decedent created a revocable 
unfunded insurance trust and deposited 
the policies in the custody of the trus- 
tee. In 1949, the trust agreement was 
amended to change the disposition of the 
proceeds of the policies after decedent’s 
death which occurred in 1953. His widow 
elected to take against the will and, in 
accordance with Section 11 of the Estates 
Act of 1947, elected against the trust. 


The lower court decided that the trus- 
tee was merely an agent and the dis- 
position of the proceeds was testamet- 
tary; therefore, the widow’s right of 
election against the will included the 
trust. The lower court also held that the 
trust was a conveyance for the purposes 
of Section 11 of the Estates Act, that 
the amendment of the trust in 1949 
avoided the retroactive application of the 
Act and the widow had a right of elec- 
tion also under Section 11. 


HELD: Affirmed on the opinion of the 
lower court. 


Note: By amendment effective April 1, 
1956, the Legislature has exempted all 
insurance from the operation of Section 
11, whether payable in trust or not. 
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SPOUSE’S RIGHTS Election by 
Court on Behalf of Incompetent 
Surviving Spouse Is Final 


Ohio—Court of Appeals 
In re Estate of Callan, 135 N.E. 2d, 464. 


Callan died testate leaving a half-mil- 
jon dollar estate. His widow was incom- 
yetent. Under an Ohio statute authoriz- 
ng the Probate Court to make the elec- 
tion to take at law or under the will on 
behalf of an incompetent widow, the 
court exercised the election on her be- 
half to take under the law. The court 
based its decision on its commissioner’s 
report that the value of her interest 
under the will was $83,900 and under the 
law, $267,736. The commissioner did not, 
however, attempt to place any value on 
the widow’s right under the will to re- 
quest a testamentary trustee to invade 
corpus of a substantial trust estate for 
her comfort and support. Decedent’s sis- 
ter, a residuary legatee, sought to have 
the election set aside. 


HELD: Affirmed. Once the Probate 
Court in the exercise of its sound dis- 
cretion has determined which course “is 
better for such spouse” (the words of 
the statute), its election on behalf of 
the incompetent widow has the same 
effect as though made by a person not 
under disability, the widow’s right be- 
comes absolute, and third parties have 
no right to complain. There was no 
abuse of discretion. Plaintiff had no 
present justiciable interest entitling her 
to recognition by the Probate Court. In- 
cidentally, the election could properly be 
made before the schedule of debts was 
filed. 


TAXATION — Estate and Inheritance 
— Effect of Increase After De- 
cedent’s Death in Fees of Executors 
and Attorneys 


California—District Court of Appeal 

Estate of Skinker, 142 A.C.A. 923 (July 3, 

1956). 

Decedent died July 9, 1955. Inheritance 
tax appraiser’s report showed a tax due 
of some $20,000. Executrix and her at- 
torney filed objections on ground that 
deductions allowed for executor’s com- 
missions and attorneys’ fees were not in 
accordance with increased schedule al- 
lowed for these items by Section 901, 
Probate Code, as amended in 1955, effec- 
tive September 7, 1955. The probate court, 
overruling the objections, fixed inheri- 
tance tax on basis of the appraiser’s re- 
port. 

HELD: Affirmed. The 1955 legislation 
has no retroactive effect, at least so far 
as inheritance taxes are concerned. The 
court expressly leaves undecided ques- 
tion whether increased fees may properly 
be allowed at conclusion of probate. 


Note: It is believed that this case is 


Wrong on the point which it decides. See. 


Cahen v. Brewster, 203 U.S. 543, 51 
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L. Ed. 310, 27 S. Ct. 174. The extension 
of the same rule to allowance of execu- 
tor’s commissions and attorneys’ fees 
would unquestionably be wrong, as ap- 
parently all the authorities are the other 
way. 


TAXATION — Estate and Inheritance 
— Federal Estate Tax Not De- 
ductible for State Inheritance Tax 


Oregon—Supreme Court 


Estate of Edith M. McGinn; 
Murphy, 299 P. 2d 813. 


Edith M. McGinn disposed of her prop- 
erty by a will and two trust instruments. 
The will was executed April 22, 1947, 
providing for the payment of debts and 
funeral expenses “and also all estate 
and inheritance taxes that may be due 
from my estate.” The remainder of the 
estate was given in trust to Chasanna 
Investment Company. The income earned 
by the remainder was payable to Cather- 
ine F. Butz, sister of the testatrix. Upon 
the death of Mrs. Butz the trust was to 
terminate and the entire property vest 
absolutely in the Company. 


Unander v. 


The first of the two trust agreements 
was executed on the same day as the 
will. It was in the form of declaration 
of trust by the Company, under which 
the trustee undertook to hold the assets 
in trust for the benefit of the trustor 
during her life, and upon the death of 
the trustor was bound to pay the dece- 
dent’s debts, including funeral expenses 
“and estate and/or inheritance taxes.” 
After such payments the trust instru- 
ment required payment of legacies men- 
tioned in the will and, thereafter, the net 
income yielded by the remainder of the 
assets was payable to Mrs. Butz for her 
life, and upon her death the trust was to 
terminate and the property vest in 
Company. 


The second trust instrument was dated 
March 19, 1946. The trust instrument, 
among other things, provided that if the 
assets in the estate of the trustor were 
not sufficient in amount to meet the be- 
quests and the inheritance taxes that 
may be owing to the United States and 


the State of Oregon, and any other in- 
debtedness of the trustor, then the trus- 
tee was required to collect from the 
beneficiaries, in proportion to their re- 
spective interests, a sum sufficient to 
meet said bequests and obligations. 


The inventory value of the probate 
estate was $24,481. The value of the 
property under the first trust was $48,- 
059. The property in the second trust 
consisted of shares of stock of the Chas- 
anna Investment Company valued at 
$20,967 and a 5/24ths interest in a busi- 
ness trust known as McGinn Estate Co., 
which fractional interest was valued at 
$128,967. In determining the value for 
inheritance tax purposes the Probate 
Court discounted by 20 per cent the value 
of the 5/24ths interest in the McGinn 
Estate Co., by reason of the same being 
a closed corporation and a minority in- 
terest. 


The State Treasurer claimed that the 
Probate Court erred in allowing the de- 
duction for the Federal estate tax in 
computing the taxable remainder pass- 
ing to the Investment Company. He also 
claimed that the lower court erred in 
discounting the value of the fractional 
interest in the McGinn Estate Company. 


HELD: Modified. Probate Court erred, 
in part, as the inheritance tax statutes 
in Oregon do not permit a deduction for 
estate taxes paid to the United States. 
However, the lower court was correct in 
its valuation of the McGinn Estate Co. 
holdings by reason of the special cir- 
cumstances surrounding the family busi- 
ness arrangement, and the fact that it 
was a minority interest which could not 
be readily disposed of on the market. 


TERMINATION — Destruction of Trust 
Denied Prior to Stated Attained 
Ages 

Pennsylvania—Supreme Court 
Cannistra Estate, 384 Pa. 605. 


Testator died in 1954, leaving a will 
made in 1949, in which he gave his resid- 
uary estate to a corporate trustee in 
trust to pay the income equally to a 
nephew and niece until the niece reached 





















































853 












30, when $5,000 should be paid to her 
and the balance of principal ($25,000) 
should be paid to the nephew. If the 
niece died before 30, the nephew was: to 
receive all of the income if living until 
the date when the niece would have been 
30 (July 26, 1958). There is no express 
gift of principal in that event. If the 
nephew died in the niece’s lifetime, the 
niece was to receive all of the income 
until 30 and then she was to receive 
all of the principal. 


The nephew was born in 1926 and is 
now 30; the niece was born in 1928 and 
is now 28. They jointly petitioned the 
lower court to terminate the trust and 
award $5,000 to the niece and the bal- 
ance to the nephew. The trustee filed an 
answer resisting the termination. The 
lower court dismissed the petition. 


HELD: Affirmed. There was an ulti- 
mate purpose requiring the continuation 
of the trust, namely, testator’s desire to 
have his residuary estate in an active 
trust for his nephew and niece until the 
niece attained the age of 30 years, and 
during this period to pay the nephew 
and niece the income equally in some 
cases and unequally in others, and there- 
after to divide and pay the principal in 
varying percentages in accordance with 
whatever contingency happened. To ter- 
minate the trust at this time would be 
a clear violation of intention. 


Technical rules of construction should 
not be resorted to to defeat a testator’s 
clearly expressed intention unless public 
policy, a statute or prior decisions of 
this Court make such action impera- 


tive. This niece in particularineeds the 
protection of the Courts in/ order that 
she may receive the safeguarding which 
the testator wished her to have during 


her financial immaturity and the amount 
of both income and principal which testa- 
tor specifically willed her in the event 
the nephew died before she attained 30. 


TERMINATION — Investment Powers 
— Destruction of Trust Denied in 
Spite of Request of All Beneficiar- 
ies — Deviation Rejected 


Missouri—Supreme Court, Div. 2 

Thomson v. Union National Bank in Kansas 

City, 291 S.W. 2d 178. 

In 1918, testator executed his will in 
which, after several specific bequests, he 
bequeathed all his property, then of the 
approximate value of $60,000, to a cor- 
porate trustee to pay the income to his 
wife for life and at her death to the 
children born of the marriage until they 
attained age 40, at which time the trust 
estate was to be divided among the chil- 
dren. In the event of the death of a 
child before attaining age 40, such child’s 
interest was to be paid to his issue or, 
if no issue, then to revert to testator’s 
estate. The widow was permitted to use 
$5,000 from the corpus of the trust for 
the purchase of a home. 


At his death in 1917, testator was sur- 
vived by his widow and three sons, all 
of whom joined as plaintiffs in this suit 
to declare the trust invalid or to secure 
court approval of deviation from its 
terms. The annual income from the trust 
estate had declined sharply from the 
level it had maintained for many years. 
The widow being aged and infirm, and 
the sons all having attained age 40, all 
these beneficiaries joined in an attempt 
to terminate the trust so as to make more 
adequate provision for the widow, both 
as to encroachment upon principal and 
as to more flexibility in investment which 
was limited by the terms of the trust to 
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bonds. The trial court denied relief, hold. 
ing that the trust did not violate the 
rule against perpetuities, was not sub- 
ject to termination, and that deviation 


from its terms was not justified. Plain. | 


tiffs appealed. 


HELD: Affirmed. (1) The will did not 
violate the rule against perpetuities. The 
interests of the sons were vested, even 
though possession was postponed, and 
even though the interests were subject to 
being divested by death before age 40, 


(2) Indestructible trusts may be 
created in Missouri and this was one of 
them. There are circumstances under 
which all the beneficiaries of a trust may 
consent to its termination but if the 
continuance of the trust is necessary to 
carry out a material purpose of the 
trust, the beneficiaries cannot compel its 
termination. The majority of American 
courts which have considered this prob- 
lem have declined to decree the termina- 
tion of an active trust, with purposes to 
be achieved, even though it was not of 
spendthrift character, and even though 
all the beneficiaries pray for its extinc- 
tion. These courts lay great stress on the 
intent of the settlor and the duty of the 
court to aid in the execution of that in- 
tent. What is proposed here would de- 
stroy this trust and defeat the explicit 
purposes so plainly stated in the will, 
and the circumstances do not justify that 
result, 


(3) A court may permit deviation 
from the terms of a trust if strict com- 
pliance will defeat or substantially im. 
pair its purposes. The power to permit 
deviation, however, is an emergency 
power, only used to prevent a serious 
failure in the accomplishment of trust 
purposes. There is no manifest intention 
on the part of the testator that the 
trustee was to exercise its discretion and 
adjust its conduct to changed circum- 
stances. The power to authorize devia- 
tions is exercised, primarily, in matters 
of administration and does not extend 
to the extinction or reduction of the in- 
terests of other beneficiaries. So, as to 
encroachment upon the principal in favor 
of the life beneficiary, the fact that none 
of the corpus is given to the income 
beneficiary ends his claim. 


It is urged that the testator had in 
mind economic conditions prevailing in 
1913 and that he did not anticipate that 
quality bonds then earning 5% to 6% 
interest would in the years to come earn 
3% or less. It is also urged that de- 
cedent’s primary concern was provisi0l 
for the support and welfare of his widow. 
The partial validity of some of these sug- 
gestions may be accepted but it does not 
follow that deviation in investments 
should now be permitted. This is not to 
say that in no event would deviation ever 
be authorized, but the present circum- 
stances do not warrant the exercise of 
the authority.” 
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some 
4of opinion as to the construction of the 
Fwill and the administration of the trust. 


(4) An attorney’s fee should not have 
been allowed to plaintiffs because the 
primary purpose of the suit was to de- 
stroy the trust for the benefit of one of 
‘he beneficiaries, even though “As stated, 
‘the trustee has appealed from the order 






Blowing a $1,500 fee to appellants’ coun- 
Biel. In requesting the allowance there is 







sme inconsistency in the appellants’ 
yvowals but that, of course, is not a suf- 
jcient reason for there may have been 
reasonable basis for a difference 












WiLLs — Construction — Bequest 
to Beneficiaries “Or Their Sur- 
vivors” Does Not Include Issue of 
Predeceased Legatee 









Ohio—Supreme Court 
Hamilton v. Pettifor, 165 Ohio St. 361. 









Testator bequeathed the residue of his 
estate, if his wife should predecease him, 
“to my three children, Carl, Emma and 
Muriel, or their survivors, absolutely 
and in fee simple, equally, share and 
share alike.” He was survived by Carl, 
Emma, and a son of Muriel, who prede- 
ceased testator as did his wife. The 
grandson contended he should _ share 
equally with testator’s surviving son 
and daughter. 

















HELD: The grandson is not entitled 
to share in the estate. The term “sur- 
vivors,” as used here, relates to the sur- 
vivors of the class enumerated therein. 









WiLLs — Construction — Different 
Interests Created Depending on 
Existence of Beneficiary at Testa- 
tor’s Death 


Pennsylvania—Supreme Court 
Taylor Estate, 384 Pa. 550. 










Testator died in 1943 leaving his estate 
in trust for his wife who predeceased 
him, for life and at the wife’s death, to 
his two daughters for life in equal 
shares. Upon the death of a daughter, 
the income she was to receive was to be 
paid to her children and the issue of 
deceased children in equal shares, the 
issue to take their parent’s share. As 
each child of the daughter living at 
testator’s death reached 25, he or she 
Was to receive %4 of the principal of the 
share from which he or she was receiving 
the income, and %4 at ages 30, 35 and 
40. Children of a daughter born after 
testator’s death and the issue of any 
child of hers who predeceased her were 
to receive a proportionate share of the 
Income for a period of 21 years after the 
daughter’s death at which time he or she 
Was to receive the share of principal 
from which he or she had been receiving 
the income. If a child or issue of a 
daughter should die before receiving his 
or her full share of principal leaving 
issue, the issue would take the share, 
and in default of such issue, the daugh- 
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ter’s other children then surviving or 
their issue take. 


One daughter died in 1954 survived by 
two children who were living at testa- 
tor’s death, and one grandchild, the son 
of a child who had died in 1953. This 
grandchild was born after testator’s 
death. The guardian for the grandson 
contended that he had an equal in- 
terest with his cousins of the same 
generation but who were living at testa- 
tor’s death. The lower court decided that 
the grandson had a contingent interest 
in a share of the principal based on his 
survival of the 21 year period after his 
grandmother’s death and a present in- 
terest in the income from a share. The 
Court also decided that the trustees and 
not the guardian should disburse the in- 
come. 


HELD: Affirmed. Each child of a 
daughter who was living at testator’s 
death has a vested interest subject to 
divesting upon death before age 40 and 
is entitled to percentage payments as the 
ages 25, 30, 35 and 40 are attained. How- 
ever, a child of a daughter born after 
testator’s death or the issue of a child 
of a daughter who dies before the daugh- 
ter has a different status. Such an in- 
terest is not vested since testator pro- 
vided that they should receive only in- 
come for 21 years at which time the 
principal is payable with gifts over in 
case of death before 21 years. The right 
to principal is contingent upon the sur- 
vival of the beneficiary for 21 years from 
the death of the daughter. 


The trustees, rather than the guardian, 
should disburse the income, because the 
provisions of the will providing for the 
retention of income for minor grand- 
children of testator should be extended to 
include great grandchildren. 


° 





WILLs —- Construction — Gift of Re- 
mainder Interest to Children Does 
Not Include Adopted Child 


Tennessee—Supreme Court 
Ross v. Bateman, 291 S.W. 2d 584. 


Testator devised certain land in trust 
for his nephew. Upon the death of the 
nephew the land was devised to “his 
lawful children . . . surviving him, or 
. . . the descendants of such lawful chil- 
dren,” with a gift over to the brothers 
of the life tenant in the event of failure 
of issue. The life tenant died without 
natural children surviving. He _ had, 
however, adopted a child some six years 
after the death of testator, and the 
adopted child survived. Testator’s will 
had expressed a desire that the land in- 
volved be kept within the family of the 
devisees if legally possible. The trial 
court and the Court of Appeals held that 
the adopted child was not entitled to re- 
ceive the remainder interest. 


HELD: Affirmed. It is conceded that 
the adopted child was not an heir of 
testator and would not be entitled to 
inherit from him had he died intestate. 
Complainant insists that by adoption 
she became a “lawful child” of the life 
tenant. The sole issue, however, is the 
determination of the intention of testa- 
tor. At the time of his death the child 
had not been adopted, although she was 
living with testator’s nephew. As a gen- 
eral rule the word “children” as used in 
wills does not include adopted children 


unless there are circumstances from 
which an intent to include them may be 
inferred. No such circumstances are 


shown in the present case. The matter is 
one of first impression in Tennessee, but 
the Court will adhere to the general 
construction given to the words used in 
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the absence of proof of contrary inten- 
tion on the part of testator. 


WILLS — Construction — Remainder 
Interest Construed as Including Af- 
terborn Members of Class 

Tennessee—Court of Appeals 
(Western Section) 
Lowe v. Rice, 291 S.W. 2d 287. 


Testator devised certain land in trust, 
the income to be distributed to his wi- 
dow during her life. At her death the 
remainder was devised to his grandchil- 
dren. The six grandchildren living at 
the date of execution of the will were 
named as remaindermen, and the will 
further provided that the remainder in- 
terest should include “any other grand- 
children hereafter born to my three chil- 
dren.” One additional grandchild was 
born before the death of the widow, and 
its right to share in the remainder in- 
terest was conceded. In will construction 
proceedings, however, complainants con- 
tended that grandchildren born after the 
death of the widow were not entitled to 
participate. The Chancellor held that the 
remainder would open and include any 
further grandchildren born after the 
widow’s death. 


HELD: Affirmed. The remainder in- 
terest was a vested one but, contrary to 
complainants’ insistence, there is no evi- 
dence that testator intended to confine 
the remaindermen to those grandchildren 
born during the life of his widow. The 
language used in the will is plain and 
unambiguous and must be enforced un- 
less some rule of law is violated. Clearly 
the bequest does not violate the Rule 
against Perpetuities, and, while immedi- 
ate vesting of estates is favored, there 
is no rule against opening a vested re- 
mainder to include future members. 


WILLs — Probate — Heir May Ap- 
peal Despite Absence of Objec- 
tions 


Nebraska—Supreme Court 
In re Benson’s Estate, 77 N.W. 2d 572. 


After notice by publication, county 
(probate) court admitted will to probate, 
and no objections were filed in that court 
by any heir. An heir appealed to District 
Court and her appeal was dismissed be- 
cause “No issues were raised in County 
Court.” 


HELD: Reversed. An heir is neces- 
sarily a party to proceedings to probate 
a will, whether appearance is entered or 
not, as proceeding is in rem. Any party 
to such a proceeding may appeal if ap- 
peal is timely taken. 


WILLs — Probate — Testimony of 
Doctor Not Acting in Professional 
Capacity Is Not Privileged 

United States—Court of Appeals, 
District of Columbia Circuit 


Browne v. Brooke, Decided June 14, 
Case No. 12,792. 


1956, 


856 


Jury returned a verdict that decedent, 
at the time of the making of the will on 
November 13, 1952, was not of sound and 
disposing mind and not capable of ex- 
ecuting a valid deed or contract. 


Appellant appealed on the ground that 
the Trial Judge erred in admitting in 
evidence the testimony of a doctor to the 
effect that decedent was of unsound mind 
when he examined her in February, 1952. 
The purpose of the examination was to 
enable the doctor to prepare a report on 
the decedent’s mental condition in con- 
nection with proceedings to appoint a 
conservator for her. Appellant contended 
that the doctor’s testimony was privi- 
leged and therefore inadmissible unless 
the privilege was waived. 


HELD: Affirmed. The testimony of the 
doctor was not privileged because under 
Section 14-308, D.C. Code, the doctor- 
patient privilege in the District of 
Columbia extends only to information the 
physician acquires “in attending a pa- 
tient in a professional capacity.” This 
does not include information obtained 
merely by an examination. The Trial 
Judge did not err in admitting the testi- 
mony because no professional relation- 
ship existed between the doctor and the 
decedent. 





WILLts — Probate — Heirs May 
Waive Physician-Patient Privilege 
in Contesting Will 

Minnesota—Supreme Court 

Koenig’s Estate v. Barrett, decided July 6, 

1956. 

Decedent’s will left her entire estate, 
with the exception of one minor legacy, 
to her sister Katherine, and named 
Katherine as executrix. This will was 
contested by the decedent’s other heirs, 
her remaining sisters and brother, on 
the ground of lack of testamentary 
capacity. At the trial de novo on appeal, 
the physician who attended the decedent 
testified, over the objections of the pro- 
ponent, that in his opinion the decedent 
was not mentally competent to execute 
a will. The court found for contestants, 


HELD: Affirmed. Minnesota is already 
committed to the rule that the person 
named in a will as executor may waive 
the physician-patient privilege in a con- 
test of the will on the ground of lack 
of testamentary capacity. There is no 
sound reason why the heirs who are con- 
testing the validity of the will may not 
have the same privilege. 


Although probably dictum, the court 
stated that there need not be unanimity 
among the heirs before there can be a 
waiver. 
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DEALERS IN 


State, Municipal and Public Housing 
Agency Bonds and Notes 


The Chase Manhattan offers trust officers and others acting 
in fiduciary capacities a well rounded service 

in this type of investment. Inquiries will receive 

the personal attention of experienced officers. 


Bond Department 
THE 


CHASE MANHATTAN 
BANK 


Head Office: 18 Pine Street, New York 15 


Member Federal Deposit Insurance Corporation 





“Who's arguing against 
group insurance, Frank... 
we have it, too, you know!” 


\ 


at 


“Yes, but with B. E.U., we 
get so much more out 
of ours!” 
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B. E. U. IS A SERVICE developed by Connecticut 
General to achieve BETTER EMPLOYEE UNDERSTAND- 
ING of group insurance and pension plans. 


EMPLOYEES BENEFIT from B.E.U. because they under- 
stand clearly and completely how valuable to them 
their group insurance is. Once the benefits are firmly 
grasped, employees rarely lose sight of them, and 
reflect this continuing awareness in their work. 


AS AN EMPLOYER, you're vitally interested in increas- 
ing the returns on your group insurance investment. 


Connecticut General 


B. E. U. offers maximum returns through a proven 
method of improving work attitude, concentration 
on the job and maintaining quality output. 


ALREADY, THANKS TO B.E.U., thousands of employees 
covered by Connecticut General group insurance are 
more cheerful; more productive workers. Are yours? 


GET THE MOST out of your group insurance invest- 
ment... with B. E. U. Call our local office or your 
insurance man for details. Connecticut General Life 
Insurance Company, Hartford. 


®@ GROUP INSURANCE 
@ PENSION PLANS 

@ HEALTH 

@ ACCIDENT 

@ LIFE 





